




'~il j', /j '~. , !g 

TRV, t~EY ". ii' 'iV- 'T 





f65 

Internal 

Revenue 

Bulletin 

Cumulative Bulletin 1966 — 1 

January — June 1966 

6J;)'l 5:, "~ 

DEC i'~ )366 



U. S. GOVERNMENT PRINTING OFFICE 

WASHINGTON: 1966 

For sale by the Superintendent of Documents, U. S. Government Printing OfBce 
Washington, D. C. 20402 - Price $3. 00 (cloth) 



in this issue 

Numerical Finding List 
Finding List of Previously Published Rulings Currently 

Mentioned 
Finding List of Technical Information Releases 
Abbreviations 
Foreword 
Introduction 
Tax Court of the United States, The 
Part I. — Rulings and Decisions Under the Internal Reve- 

nue Code of 1954, except those pertaining to Alcohol 
and Tobacco Taxes 

Part II. — Rulings and Decisions Under the Internal Reve- 
nue Code of 1939, and other Public Laws, except those 
pertaining to Alcohol and Tobacco Taxes 

Part III. — Alcohol and Tobacco Taxes: 
Subpart A. — Alcohol Tax Rulings and Decisions un- 

der chapter 51 of the Internal Revenue Code of 
1954 

Subpart B. — Tobacco Tax Rulings and Decisions 
under chapter 52 of the Internal Revenue Code of 
1954 

Part IV. — Legislation and Treaties: 
Table of Contents 
Subpart A. — Tax Conventions 
Subpart B. — Legislation 
Subpart C. — Committee Reports 

Part V. — Administrative, Procedural, and Miscellaneous 
Matters 

Table of Contents 
Index 

Pago 

v 

IX 
XIII 
Kv 

XVII 
XIV 

1 

299 

337 

357 
359 
375 
425 

557 
555 
659 





NUMERICAL FINDING LIST 

Committee Reports: 
House: 

1118 (P. L. 89-365) 
1285 (P. L. 89-368) 

Senatet 
945 P. L. 89 — 352) 
947 (P. L. 89-354) 
956 (P. L. 89-359) 
1007 (P. L. 89-389) 
1010 (P. L. 89-368) 
1091 (P. L. 89-384) 
Executive Report No. 7 

Conference 
1323 (P. L. 89-368) 

Court Decisions: 
1905 
1906 
1907 

Delegation Orders: 

15 (Rev. 1) 
23 (Rev. 4) 
66 (Rev. 1) 
83 (Rev. 2) 
86 (Rev. 2) 
88 (Rev. 1) 
88 (Rev, 2) 

Public Lavvs: 
89 — 352 
89-354 
89-359 
89-365 
89-368 
89-384 
89-389 

Revenue Procedures: 
66 — 1 
66 — 2 
66 — 3 
66 — 4 
66 — 5 
66 — 6 
66 — 7 
66 — 8 
66 — 9 
66-10 
66-11 
66-12 
66-13 
66-14 
66-15 
66-16 
66-17 
66-18 

Page 

429 
436 

425 
427 
428 
527 
476 
521 
543 

512 

282 
184 

32 

587 
587 
588 
588 
591 
592 
592 
593 

375 
376 
376 
377 
379 
414 
419 

598 
599 
601 
607 
614 
615 
617 
618 
621 
622 
624 
626 
626 
628 
629 
630 
639 
646 

Reveneue Procedures — Continued 
66-19 
66-20 
66-21 
66-22 
66-23 
66 — 24 
66-25 
66-26 
66-27 
66-28 
66-29 

Revenue Rulings 
66 — 1 
66 — 2 
66 — 3 
66 — 4 
66 — 5 
66 — 6 
66 — 7 
66 — 8 
66 — 9 
66 — 10 
66-11 
66-12 
66-13 
66-14 
66-15 
66-16 
66-17 
66 — 18 
66 — 19 
66-20 
66-21 
66-22 
66-23 
66-24 
66 — 25 
66-26 
66-27 
66 — 28 
66 — 29 
66-30 
66-31 
66-32 
66-33 
66-34 
66 — 35 
66 — 36 
66-37 
66 — 38 
66-39 
66-40 
66-41 
66 — 42 

(v) 

Page 

647 
647 
648 
649 
651 
652 
653 
654 
655 
655 
656 

259 
256 

19 
177 
91 

160 
188 
316 
39 
47 
71 
72 
73 
75 
83 
88 

272 
59 

178 
214 
219 
354 

67 
157 
195 
41 

262 
31 
39 
55 

170 
174 
183 
22 
63 

171 
209 
212 
223 
227 
233 
254 



VI 

NUMERICAL FINDING LIST — Continued 

Revenue Ru 
66-43 
66-44 
66-45 
66-46 
66-47 
66-48 
66-49 
66-50 
66-51 
66-52 
66-53 
66-54 
66-55 
66-56 
66-57 
66-58 
66-59 
66-60 
66-61 
66-62 
66-63 
66-64 
66-65 
66-66 
66-67 
66-68 
66-69 
66-70 
66-7] 
66 — 72 
66-73 
66-74 
66 — 75 
66 — 76 
66-77 
66-78 
66-79 
66-80 
66-81 
66-82 
66-83 
66-84 
66-85 
66-86 
66-87 
66-88 
66 — 89 
66-90 
66-91 
66 — 92 
66-93 
66-94 
66-95 
66-96 
66-97 
66-98 
66-99 
66-100 
66-101 
66-102 
66-103 

lings — Continued 

Page 

291 
94 
95 

133 
149 

9 
36 
40 

158 
203 
206 
241 
360 

87 
89 

186 
142 
221 
250 
272 
287 

97 
175 
252 
191 
197 
204 

5 
44 
58 

174 
229 
231 
238 
242 

38 
48 
57 
64 

155 
30 
99 

213 
216 
217 
258 

7 
27 
54 
77 

165 
166 
169 
180 
190 
200 
315 

51 
86 

133 
134 

Revenue Rulings — Continued 
66-104 
66-105 
66-106 
66 — 107 
66-108 
66-109 
66-110 
66-111 
66-112 
66-113 
66-114 
66-115 
66-116 
66 — 117 
66-118 
66-119 
66-120 
66-121 
66-122 
66-123 
66-124 
66-125 
66-126 
66-127 
66-128 
66-129 
66-130 
66-131 
66-132 
66-133 
66-134 
66-135 
66-136 
66-137 
66 — 138 
66-139 
66-140 
66-141 
66-142 
66-143 
66-144 
66-145 
66-146 
66-147 
66-148 
66-149 
66-150 
66-151 
66-152 
66-153 

66 — 155 
66-156 
66-157 
66 — 158 
66-159 
66-160 
66-161 
66-162 
66-163 
66-164 

Page 

135 
145 
151 
153 
154 
334 

12 
46 
68 

244 
181 
192 
198 
265 
290 
359 

14 
301 
337 
337 
338 
342 
343 
339 
339 
341 
344 
346 
346 
347 
350 
351 
352 
353 

25 
225 

45 
56 
66 
79 
91 
98 

136 
137 
143 
146 
147 
152 
155 
187 
254 
331 

11 
20 
93 

162 
164 
164 
234 
252 
253 



VII 

NUMERICAL FINDING LIST — Continued 

Page Page 

tinued Revenue Rulings — Con 
66-165 
66-166 
66 — 167 
66-168 
66-169 
66 — 170 
66-171 
66-172 
66-173 
66-174 
66-175 
66-176 
66 — 177 
66 — 178 
66 — 179 
66 — 180 

Secretary's Authorization 

Statement of Procedural Rules 

Tax Conventions: 
Germany (Protocol) 

253 
333 
20 
25 
54 

159 
181 
198 
331 
81 
82 
85 

132 
138 
139 
144 
586 
557 

360 

Treasury Decisions: 
6868 
6869 
6870 
6872 
6873 
6874 
6875 
6876 
6877 
6878 
6879 
6880 
6881 
6882 
6883 
6884 

Treasury Depsrtment Orders: 
175-3 

Disbarment List 

593 
596 
287 
276 
101 
207 
312 
236 
302 
597 
266 
318 
247 
244 
294 
274 

557 
657 



I INDING LIST OF PREVIOUSLY PUBLISHED RULINGS 
CURRENTLY MENTIONED 

Previous ruling Action Current ruling Page 

Del. Order 2 {ef- 

fectivee 

12 — 8 — 65) . 
Del. Order 15 

(Rev. 1). 
Del. Order 23 

(Rev. 4). 
Del. Order 88 

(Rev. 2). 
Del. Order 66 

(Rev. 1), Ch. 
Counsel's Order 
1958 — 11 (Rev. 
1). 

Del. Order 83 
(Rev. 2). 

Del. Order 86 
(Rev. 2). 

Del. Order 88 
(Rev. 1). 

Del. Order 88 
(Rev. 2). 

66 — 5, 66 — 6 
66-149 
66-73 
66-5, 66-6, 66-7 

587 Revoked 

Superseded 

Superseded 

Superseded 

Del. Order 2 (dated &21 — 55), C. B. 
1955 — 2& 892. 

Del. Order 15, C. B. 1956 — 1, 1012 587 

Del. Order 23 (Rev. 3), C. B. 1963 — 1, 
430. 

Del. Order 54, C. B. 1957 — 2, 1091 

588 

593 

Del. Order 66, Ch. Counsel's Order 
1958 — 11& C. B. 1958 — 2, 1093. 

Del. Order 66, Amdt. 1, Ch. Coun- 
sel's Order 1958 — 11, Amdt. 1, C. B. 
1959 — 

2& 908. 
Del. Order 83 (Rev. 1), C. B. 1965 — 1, 

699. 
Del. Order 86 (Rev. 1), C. B. 1965 — 1, 

700. 
Del. Order 88, C. B. 1962 — 2, 397 

588 

Superseded 

591 Superseded 

Superseded 

Superseded 

Superseded 

592 

592 

Del. Order 88 (Rev. 1), page 292 593 

91, 160 Amplified 
Superseded 
Modified 
Amplified 

I. T. 3287, C. B. 1939 — 1 (Part 1), 138 
I. T. 3302, C. B. 1939-2& 105 
I. T. 3789& C. B. 1946 — 

1& 100 
I. T. 3985, C. B. 1949-2, 51 

146 
174 

91, 160, 
188 
628 
647 
628 
628 
648 
601 
607 
646 

Superseded 
Superseded 
Superseded 
Superseded 
Superseded 
Superseded 
Superseded 
Supple- 

mented. 
Superseded 
Superseded 
Superseded 
Superseded 

66-14* 
66-20+ 
66-14* 
66-14* 
66-21* 
66-3* 
66-4* 
66 — 18* 

Rev. Proc. 58 — 22, C. B. 1958 — 2, 1140 
Rev. Proc. 59 — 2, C. B. 1959 — 1, 800 
Rev. Proc, 60-30, C. B. 1960-2, 1008 
Rev. Proc. 61 — 12, C. B. 1961 — 1, 899 
Rev. Proc. 62 — 5, C. B. 1962 — 1, 426 
Rev. Proc. 62 — 9, C. B. 1962 — 1, 432 
Rev. Proc. 62 — 18, C. B. 1962 — 2, 408 
Rev. Proc. 62 — 21, C. B. 1962 — 2, 418 

649 
651 
652 
628 

66-22* 
66-23 
66-24* 
66-14* 

653 Superseded 66 — 25*----------- 
Superseded 66 — 10* 622 

655 66-27 Supple- 
mented. 

Superseded 
Superseded 
Superseded 
Superseded 
Supersecled 
Superscded- 
Supersedcd- 

628 
630' 
628 
639 
614 
628 
628 

66-14* 
66-16* 
66-14*, 
66-17* 
66 — 5 
66-14„* 
66-14* 

VIII) 

Rev. Proc. 62 — 22, C. B. 1962 — 2, 486 
Rev. Proc. 63 — 13, C. B. 1963 — 1, 501 
Rev. Proc. 63 — 16, C. B. 1963 — 1, 504 
Rev. Proc. 64 — 2, C, B. 1964 — 1 (Part 

1)& 641. 
Rev. Proc. 64 — 6, C. B. 1964-1 (Part 

1)& 664. 
Rev. Proc. 64-10, C. B. 1964 — 1 (Part 

1)& 667. 
Rev. Proc. 64-24, C. B. 1964 — 1 (Part 

1), 693. 
Rev. Proc. 65 — 7, C. B. 1965 — 1, 734 
Rev. Proc. 65 — 12, C. B. 1965 — 1, 751 
Rev. Proc. 65 — 14, C, B. 1965 — 1, 825 
Rev. Proc. 65 — 18, C. B. 1965 — 1, 837 
Rev. Proc. 65 — 23, C. B. 1965 — 2, 1005 
Rev. Proc. 65 — 30, C. B. 1965 — 2, 1024 
Rev. Proc. 66 — 9 page 621 

*Denotes Revenue Procedure. 
( 



IX 

FINDING LIST OF PREVIOUSLY PUBLISHED RULINGS 
CURRENTLY MENTIONED — Continued 

Previous ruling Action Current ruling Page 

Distin- 
guished. 

Revoked 
Modified 
Amplified 
Revoked 
Modified 
Clarified 
Superseded 

in part. 
Revoked 
Distin- 

guished. 
Modified 
Modified 
Modified 
Clarified 
Amplified 
Supple- 

mented. 
Superseded 
Amplified 
Superseded 

Rev. Rul. 296, C. B. 1953 — 2, 325 66-128 

54-235, C. B. 1954-1, 304 
54-420& C. B. 1954-2& 128 
55-747& C. B. 1955-2& 228 
56 — 135, C. B. 1956 — 1, 56 
56-374, C. B. 1956-2, 296 
56-472& C. B. 1956-2& 21 
57-354, C. B. 1957-2, 913 

Rev. Rul. 
Rev. Rul. 
Rey. Rul. 
Rev. Rul. 
Rev. Rul. 
Rev. Ruh 
Rev. Rul. 

66 — 121 
66-153 
66-110 
66-34 
66-158 
66 — 167 
66-118 

Rev. Rul. 57 — 452, C. B. 1957 — 2, 302 
Rev. Rul. 57 — 586, C. B. 1957 — 2, 249 

66-44 
66-112 

Rev. Rul 
Rev. Rul 
Rev. Rul 
Rev. Rul 
Rev. Rul 
Rev. Rul 

58 — 577, C. B. 1958 — 2, 744 
60-39, C. B. 1960-1, 406 
60 — 145, C. 'B. 1960 — 1, 182 
60-288& C. B. 1960-2, 265 
61-63, C. B. 1961-1, 806 
62-172, C. B. 1962-2, 352 

66 — 113 
66-163 
66-45 
66-55 
66-99 
66-22 

63-143, C. B. 1963-2, 684 
63-252, C. B. 1963-2, 101 
64 — 14, C. B. 1964 — 1 (Part 

Rev. Rul. 
Rev. Rul. 
Rev. Rul. 

1), 575. 
Re'v. Rul. 

1), 579. 
R'ev. Rul. 

1), 580. 
Rev. Rul. 

1), 581. 
Rev. Rul. 

1), 585. 
Rev. Rul. 

1), 586. 
Rev. Rul. 

1), 587. 
Rev. Rul. 

1), 594. 
Rev. Rul. 

1), 569. 
Rev. Rul. 

1), 595. 
Rev. Rul. 

1), 594. 
Rev. Rul. 

1)& 373. 
Rev. Rul. 

1)& 584. 
Rev. Rul. 

1), 499. 
Rev. Rul. 

66-134 
66-79 
66-122 

64 — 17, C. B. 1964 — 1 (Part Superseded 66 — 129 

64 — 20& C. B. 1964 — 1 (Part 

64 — 21, C. B. 1964 — 1 (Part 

64 — 22, C. B. 1964 — 1 (Part 

64 — 23, C. B. 1964 — 1 (Part 

64 — 24, C. B. 1964 — 1 (Part 

Superseded 66 — 125 

Superseded. 66 — 126 

Superseded 66 — 131 

Superseded 66 — 132 

Superseded 66-133 

64 — 28 C. B. 1964 — 1 (Part Superseded 66 — 135 

Revoked 66 — 166 64 — 38, C. B. 1964 — 1 (Part 

64 — 83, C. B. 1964 — 1 (Part 66-137 Superseded 

64 — 133, C. B. 1964 — 1 (Part Superseded 66 — 136 

64 — 139 C. B. 1964 — 1 (Part Revoked 66 — 164 

64 — 170, C. B. 1964 — 1 (Part 

64-225, C. B. 1964-2, 15 

Modified 66 — 63 

66 — 167 Distin- 
guished. 

Modified 
Amplified 
Superseded 
Superseded 
Superseded 
Supple- 

mented. 

Rev. P. ul. 
Rev. Rul. 
Rev. Rul. 
Rev. Rul. 
Rev. Rul. 
Rev. Rul. 

64-252, C. B. 1964-2, 497 
64-327, C. B. 1964-2, 11 
65-54, C. B. 1965-1, 506 
65-56, 1965-1, 601 
65-71, C. B. 1965-1& 601 
65-92, C. B. 1965-1, 112 

66-63 
66 — 110 
66 — 1 
66-123 
66-124 
66-26 

64 — 144, C. B. 1964 — 1 (Part Superseded 66 — 130 

339 

301 
187 

12 
22 
93 
20 ' 

290 

97 
68 

244 
252 

95 
360 
315 
354 

350 
48 

337 

341 

342 

346 

346 

347 

352 

253 

344 

287 

20 

287 
12 

259 
337 
338 
41 



FINDING LIST OF pREyIOUSLY pUBLISHED RU INGS 
CURRENTLY MENTIONED — Co+~~+~~ 

Previous ruling 

Rev. Rul. 65 — 137, C. B. 1965 — 1, 590 
Rev. Rul. 65 — 138, C. B. 1965 — 1, 604 
Rev. Rul. 65 — 177, C. B. 1965 — 2, 507 
Rev. Rul. 65 — 199, C. B. 1965 — 2, 20 
Rev. Rul. 65 — 207, C. B. 1965 — 2, 538 
Rev. Rul. 65 — 317, C. B. 1965 — 2, 422 
Rev. Rul. 65 — 319, C. B. 1965 — 2, 513 
S. S. T. 154 C, B. 1937-1 391 

S. S. T. 206 C. B. 1937-2 451 

Action 

Superseded 
Superseded 
Superseded 
Amplified 
Superseded 
Amplified 
Superseded 
Distin- 

guished. 
Distin- 

guished. 

Current ruling 

66-173----------- 
66-128----------- 
66 — 8------------- 
66-120 
66-127---------- 
66-66------------ 
66-155 
66-162 

66 — 162 

Page 

331 
339 
316 

14 
339 
252 
331 
234 

234 



FINDING LIST OF TECHNICAL INFORMATION 
RELEASES 

T. I. R. No. Bulletin publication Bulletin citation 

582 
667 
752 
753 
760 
768 
782 
786 
787 
788 
789 
791 
792 
793 
794 
795 
796 
797 
798 
799 
800 
801 
802 
803 
804 
805 
806 
807 
808 
809 
810 
811 
812 
813 
814 
815 
816 
817 
818 
819 
820 
821 

Rev. Proc. 66 — 27 
Rev. Rul. 66 — 100 
Rev. Rul. 66 — 19 
Rev. Proc. 66 — 12 
Rev. Rul. 66 — 1 
Rev. Rul. 66 — 153 
Rev. Rul. 66 — 100 
Rev. Rul. 66 — 1 
Announcement 66 — 1 
Rev. Rul. 66 — 2 
Rev. Proc. 66 — 1 
Rev. Rul. 66 — 63 
Announcement 66 — 3 
Announcement 66 — 8 
Rev. Rul. 66 — 26 
Not in Bulletin. 
Rev. Rul. 66 — 117 
Not in Bulletin. 
Rev. Proc. 66 — 10 
Announcement 66 — 20 
Rev. Rul. 66 — 58 
Not in Bulletin. 
Rev. Proc. 66 — 11 
Rev. Rul. 66 — 66 
Rev. Proc. 66 — 26 
Announcement 66 — 21 
Announcement 66 — 24 
Not in Bulletin. 
Announcement 66 — 28 
Announcement 66 — 30 
Announcement 66 — 32 
Announcement 66 — 34 
Announcement 66 — 33 
Announcement 66 — 37 
Announcement 66 — 35 
Announcement 66 — 36 
Announcement 66 — 39 
Not in Bulletin. 
Not in Bulletin. 
Not in Bulletin. 
Not in Bulletin. 
Rev. Proc. 66 — 28 

Page 655. 
Page 51. 
Page 178. 
Page 626. 
Page 259. 
Page 187. 
Page 51. 
Page 259. 
I. R. B. 1966-1, 23. 
Page 256. 
Page 598. 
Page 287. 
I. R. B. 1966-1, 23. 
I. R. B. 1966 — 5& 29. 
Page 41. 

Page 265, 

Page 622. 
I. R. B. 1966-10, 21. 
Page 186. 

Page 624. 
Page 252. 
Page 654. 
I. R. B. 1966-10, 21. 
I. R. B. 1966-14, 24. 

I. R. B. 1966-17, 33. 
I. R. B. 1966-17, 33. 
I. R. B. 1966-18& 41. 
I. R. B. 1966-18& 42. 
I. R. B. 1966-18, 41. 
I. R. . B. 1966-19& 21. 
I. R. B. 1966-19, 20. 
I R. B. 1966-19& 20. 
I R. B. 1966-20, 35. 

Page 655. 



ABBREVIATIONS 

The following abbreviations in current use and formerly used will 

appear in material published in the Bulletin. 
A. , B, 0, etc. — The names of individuals. 
A. R. R. — Committee on Appeals and Review recommendation. 
A. T. — Alcohol and tobacco tax ruling. 
B. T. A. — Board of Tax Appeals. 
C. B. — Cumulative Bulletin. 
C. F. R. — Code of Federal Regulations. 
Ct. D. — Court Decision. 
Del. Order — Delegation Order. 
D. C. — Treasury Department circular. 
E. O. — Executive Order. 
E. T. — Estate and gi ft tax ruling. 
Em. T. — Employment tax ruling. 
F. A. A. A. — Federal Alcohol Administration Act. 
F. R. — Federal Register. 
G. C. M, — Chief Counsel's memorandum (formerly General Coun- 

sel's memorandum) . 
I. R. B. — Internal Revenue Bulletin. 
IR-Mim. — Published IR-Mimeograph. 
I. T. — Income tax ruling. 
cV, N, X', I', Z, etc. The names of corporations, places or businesses, 

according to context. 
M. T. — Miscellaneous tax ruling. 
Mim. — Published mimeograph. 
O. D. — Once Decision. 
P. L. — Public Law. 
P, S. — Pension, profit-sharing, stock bonus or annuity plan ruling. 
Rev. Proc. — Revenue Procedure. 
Rev. Rul. — Revenue Ruling. 
R. H. — Revised Statute. 
S. M. — Solicitor's Memorandum. 
Sol. Op. — Solicitor's Opinion, 
S. P. R. — Statement of Procedural Rules. 
S. R. — Solicitor's Recommendation. 
S. S. T. — Social Securit, y Tax. 
S. T. — Sales tax ruling. 
Stat. — Statutes at Large. 
T. C. — The Tax Court of the United States. T. D. — Treasury Decision. 
T. I. R. — Technical Inf ormation Release. 
U. S. C. — United States Code. 
x and y used to represent, certain numbers and when used with the word "dollars" represent sums of money. 



FOREWORD 

The Cumulative Bulletin is prepared in five parts, as follows: 

I. Part I includes rulings and decisions which are based on the 
application of provisions of the Internal Revenue Code of 1954 
other than those pertaining to alcohol and tobacco taxes. 

II. Part II includes rulings and decisions which are based on the 
application of the Internal Revenue Code of 1989, and other 
public laws, except those pertaining to the alcohol and tobacco 
taxes. 

III. Part III contains rulings and decisions pertaining to the alcohol 
and tobacco taxes. This part is subdivided into two subparts 
according to alcohol tax matters issued under chapter 51 of the 
Internal Revenue Code of 1954 (Subpart A), and tobacco tax 
matters issued under chapter 52 of the Internal Revenue Code 
of 1954 (Subpart B). 

IV. Part IV contains treaties and tax legislation, including related 
Committee and Conference Reports. This part is subdivided 
into three subparts according to tax conventions, Treasury De- 
cisions, and Revenue Rulings issued. with respect thereto (Sub- 
part A), Legislation (Subpart B), and Committee Reports 
(Subpart C). House, Senate, and Conference Committee Re- 
ports printed in the Bulletin do not include the portion entitled 
"Changes in Existing Law. " 

V. Part V is devoted to administrative, procedural, and miscellane- 
ous matters. To the extent practicable, pertinent cross references 
to these are contained in the other Parts and Subparts. The 
weekly Internal Revenue Bulletins contained Parts III — E and 
VI consisting of items of general interest; those items are not 
reproduced 17erein, other than the disbarment list, which has 
been incorporated in Part V of this Bulletin. 



INTRODUCTION 

The Internal Revenue Bulletin is the authoritative instrument, of 
the Commissioner of Internal Revenue for announcing ofBcial rulings 
and procedures of the Internal Revenue Service, and for publishing 
Treasury Decisions, Executive Orders, tax conventions, legislation, 
court decisions, and other items considered to be of general interest, . 

It is the policy of the Service to publish in the Bulletin all substan- 
tive and procedural rulings of importance or of general interest, the 
publication of which is considered necessary to promote a uniform 
application of the tax laws. It, is also the policy to publish all rulings 
and statements of procedures which supersede, revoke, modify, or 
amend any published ruling or procedure. Except where otherwise 
indicated, published rulings and procedures apply retroactively. Rul- 
ings and statements of procedures relating solely to matters of internal 
management are not published. However, statements of internal 
practices and procedures afFecting rights or duties of taxpayers, or 
industry regulation, which appear in internal management documents, 
are published. 

Revenue Rulings and Revenue Procedures reported in the Bulletin 
do not have the force and eRect of Treasury Department Regulations 

including Treasury Decisions), but are published to provide prece- 
ents to be used in the disposition of other cases and may be cited 

and relied upon for that purpose. No unpublishecl ruling or decision 
will be cited or relied upon by any o%cer or employee of the Internal 
Revenue Service as a precedent in the disposition of other cases. 

Since each published ruling represents the conclusion of the Service 
as to the application of the law to the entire state of facts involved, 
Service personnel and others concerned are cautioned against reaching 
the same conclusions in other cases unless the facts and circumstances 
are substantially the same. In applying rulings and procedures pub- 
lished in the Bulletin, personnel of the Service and others concerned 
must consider the efFect of subsequent, legislation, regulations, court 
decisions, rulings, and procedures. 

Internal Revenue Cumulative Bulletin 1966 — 1 contains all rulings, 
decisions, and procedures pertaining to Internal Revenue matters pub- 
lished in the weekly Internal Revenue Bulletins 1966 — 1 to 1966 — 26, 
inclusive, for the period January 1 to June 80, 1966. It also contains 
a cumula~tive list of announcements relating to decisions of the Tax 
Court, of the United States published in the Internal Revenue 
Bulletins. 

The contents of this publication are not, copyrighted and may be reprinted freely. A. citation of the Cumulative Bullet~'n as the source would be appropriate. 
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THE TAX COURT OF THE UNITED STATES 

CUMULATIVE LIST OF ANNOUNCEMENTS RELATING 
TO DECISIONS OF THE TAX COURT OF THE UNITED 
STATES PUBLISHED IN THE INTERNAL REVENUE 
BULLETIN FROM JANUARY 1, 1966, TO JUNE 30', 1966, 
INCLUSIVE 

It is the policy of the Internal Revenue Service to announce in the 
INTERNAL REvENUE BULLETIN at the earliest pract, icable date the deter- 
mination of the Commissioner to acquiesce or not acquiesce in a decision 
of the Tax Court of the United States v hich disallows a deficiency 
in tax deterinined by the Commissioner to be due. Notice that the 
Commissioner has acquiesced or nonacquiesced in a decision of the Tax 
Court, relates only to the issue or issues decided adversely to the 
Government. Actions of acquiescences in adverse decisions shall be 
relied on by Revenue oScers and others concerned as conclusions of 
the Service only to the application of the law to the facts in the 
particular case. Caution should be exercised in extending the appli- 
cation of the decision to a similar case unless the facts and circum- 
stances are substantially the same, and consideration should be given 
to the eAect of new legislation, regulations, and rulings as well as 
subsequent court, decisions and actions thereon. Acquiescence in a 
decision means acceptance by the Service of the conclusion reached, 
and does not necessarily mean acceptance and approval of. any or all 
of the reasons assigned by the Court for its conclusions. No announce- 
ments. are made in the Bulletin with respect to memorandum opinions 
of the Tax Court. 

The announcements published in the weekly Internal Revenue Bul- 
letins are consolidated semiannually and annually. The semiannual 
consolidation appears in the first Bulletin for July and in the Cumu- 
lative Bulletin for the first half of the year and the annual consolida- 
tion appears in the first Bulletin for the following January and in the 
Cumulative Bulletin for the last half of the year. 

The Commissioner ACQUIESCES in the following decisions: 

Taxpai'er Docket No. 
Report 

Volume Page 

Artie Ice Cream Co 94984 43 

Benfer, Richard W. , et ux 
Best, Frank E. , et ux 
Best Lock Corp 
Best Universal Lock Co. , Inc I 

45 

8629-64 
5604-63 
5603-63 
5602 — 68 

45 277 
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AcQUIEscENcEs — Continued 

Taxpayer Docket No. 
Report 

Volume Page 

Morgan Guaranty Trust Co. of New York, formerly 
Guaranty Trust Co. of New York, executor of estate 
of Mary Cotton Wood» 

Morgan, Joseph P, , estate of, et ux 
Mortrud, Jerome, et ex 
Moss, E~manuel, et ux 

National Mutual Casualty Co 

Peninsular Metal Products Corp 
Pessin, Arnold G:, et ux 
Potter, Walter kl. anrl Gladys L. Erickson (formerly 

Gladys L. Potter) 
Potter, Walter H. , et ux 
Pridemark, Inc. (formerly Prefab Homes and Sup- 
-. plies, Inc, ) 

Pridemark, Inc. , of Connecticut 
Puget Sound Plywood, Inc 

89846 
81977 

4848-62 
83356 
86008 

78966 
85613 

82074 
4901-63 

81795 
86259 

93303 

93304 
3933-62 

39 
37 
44 

36 

38 

37 
44 

44 

42 

44 

919 
31 

208 
446 

1011 

172 
590 

159 

510 

305 

Schneider, kIilda B 

Shamrock Oil and Gas Corp. , The 

South Philadelphia Terminal, Inc. »c 
Southwest Properties, Inc. »' 
Spicer Theatre, Inc 
Stone, Roy Marilyn, Trust U/A "A" »o 
Stone, Roy Clayton, Jr. , Trust U/A "B" »' 

Theodore, Peter 

Theodore k Theodore, Inc 

Thiman, Gershan K. , et ux 

United Control Corp 

83357 
86007 
49145 
61315 
68580 
77791 

3234-62 
76036 

657-62 
3232-62 
3233-62 

78341 
85610 
78342 
85614 
93307 

77477 

446 

44 
38 
44 
44 

349 
97 

198 
349 

38 1011 

42 510 

38 957 

35 979 

Wood, Mary Cotton, estate of ' ' 
Woody, Charles L. , estate of ' ' 
Woody, Charles L. , Jr. , et al. , executors, estate 

Charles L. Woody, deceased '' of 

89846 

78817 

39 

36 

919 

900 

Bee footnotes at end of table. 
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The Commissioner does NOT ACQUIESCE in the following 

decisions: 

Taxpayer Docket No. 
Report 

Volume page 

DuMais, Natalie D 

Humacid Co. , The 
Huntsinger, Fritz, executor of the estate of Mathilde 

Huntsinger and individually 
Huntsinger, Mathilde, estate of 

Matagorda Shell Co 
McDonald, Eli" 
Miller, Irwin, et al. , co-executors, estate of Nettie S. 

Miller 
Miller, Nettie S. , estate of 

Oakland Bank of Commerce, trustee, Sherwood Swan 
& Co. , Ltd. , Employees' Benefi Fund 

91756 

) 

95343 

95844 

54950 
" 21042 

29 
23 

1060 
521 

43 760 

40 269 

) 
42 894 

Swan, Sherwood, & Co. , Ltd. , Employees' Benefit 
Fund, Oakland Bank of Commerce, trustee 

Sweeney, Elsie I 

4677-62 

1153-63 

Wier, Mary Norwood and Tom P. Wier, executors of 
estate of Robert W. Wier ' " 27538 

Wier, Robert W. , estate of ' " 

42 299 

43 760 

17 409 

o United States Board of Tax Appeals. 
i Estate Tax. decision. 
& Acquiesceuce in result only. Acquiescence "in result only" means acceptance of the decision of the 

Court but disagreement with some or all of the reasons assigned for the decision. 
s Acquiesceuce in the issues relating to the useful life of an office building and whether W. H. Black was 

liable as transferee. 
& Nonacquiescence published in C. B. 1949-1, 5, is withdrawn and acquiescence is substituted therefor. 
r Acquiescence in result only relates to the issue whether petitioner is entitled to deduct as a dividend 

declared, under sections 204(c) (11) of the 1939 Code and 832(c) (11) of the 1954 Code, that portion of the divi- 
dends stated to be "contributions" by its members. Acquiescence "in result ouly" means acceptance of 
the decision of the Court but disagreement with some or all of the reasons assigned for the decision. 

s Acquiescence relates to the issue of an adjustment to the stipulated excess profits credit on Rule 50 com- 
putation. 

& Nonacquiescence published in C. B. 1950-2, 5, is withdrawn and acquiescence is substituted therefor. 
s Acquiescence in result only. See Rev. Rul. 66-112, page 68, this Bulletin. Acquiescence "in result only" 

means acceptance of the decision of tlie Court but disagreement with some or all of the reasons assigned for 
the decisibn. 

s Acquiescence relates to the issue whether amounts. paid by a rental company to employees of its cus- 
tomers were ordinary and necessary business expenses or kickback payments. » Acquiescence in result only relates to the issue whether amounts paid by South philadelphia Terminal, Inc. , to an employee of its customer and to the daughter of an employee of its customer were ordinary and necessary business expenses or if such payments were unreasonable compensation for the services performed. Acquiescence "in result only" means acceptance of the decision of the Court but disagreement with some or all the reasons assigned for the decision. 

&! Acquiescence in result only in the issue of whether the taxpayer was a collapsible corporation within the meaning of section 341(b) of the 1954 Code and therefore not entitled to the nonrecognition of gain on liquidation under section 337 of the Code. Acquiescence "in result only" means acceptance of the decision of the Court but disagreement with soine or all of the reasons for the decision. » Acquiescence published in C. B. X-2, 40 (1931), relating to the issue whether a bankruptcy adjudication deprives the Court, of jurisdiction to hear a deficieucy determination covering a year prior to the bankruptcy is withdrawn and nonacquiescence is substituted therefor. 
e an rup cy, 

» Acquiescence in the issue as to the inclusion of one-half of the value of homestead property in the de- cedent's estate, published in C. B. 1952-1, 4, is withdrawn and non acquiescence is substituted therefor. 



PART I 

RULINGS AND DECISIONS UNDER THK INTER- 
NAL REVENUE CODE OF 1954, EXCEPT THOSE 
PERTAINING TO ALCOHOL AND TOBACCO 
TAXES 

SUBTITLE A. — INCOME TAXES 

CHAPTER 1. — NORMAL TAXES AND SURTAXES 

SUBCHAPTER A. — DETERMINATION OF TAX LIABILITY 
PART IV. — CREDITS AGAINST TAX 

Subpart A. — Credits Allowable 

SECTION 34. — DIVIDENDS RECEIVED BY INDIVIDUALS 

26 CFR 1. 34 — 1: Credit, against tax and exclu- 
sion from gross income in case of dividends 
received by individuals. 

(Also Section 116; 1. 116 — 1. ) 

Rev. Rul. 66 — 70 

The Internal Revenue Service explains the computation of the 
dividend exclusion and the dividends received credit allowable on 
returns filed by individuals for the calendar year 1964 which 
include dividends deemed received by them as beneficiaries of 
estates and trusts which file fiduciary returns on a fiscal year basis, 
and time of receipt of dividends for purposes of the dividends 
received credit for 1955 and the dividend exclusion for 1955 and 
subsequent taxable years in respect of such dividends. 

Aclvice has been requested concerning the computation of the divi- 
dend exclusion and the dividends received credit allowable on returns 
filed by individuals for the calendar year 1964 which include d iviclends 
deemed received by them as beneficiaries of estates and trusts which 
file ficluciary returiis on a fiscal year basis. 

Section 116(a) of the Internal Revenue Cocle of 1954 as amencled 
by section 201(c) of the Revenue Act of 1064, Public Law 88 — 272, 
C. B. 1064 — 1 (Part 2), 6, increased the maximum dividend exclusion 
to $100 Ivith respect to qualifying dividends received by an individual 
in taxable years beginning after December 31, 1063. If the dividends 
received in a, taxable year exceed $100, the exclusion applies to the 
divider rds first received in that year. 

Under section 34(a) (1) of the Code, as amended by section. 201(a, ) 
(1) of the Revenue Act of 1064, a 4-percent credit is allowable with 
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respect to dividends received before January 1, 1964, and a 2-percent 
credit is allowable with respect to dividends received during the cal- 
endar year 1964, to the extent that they are included in the individual's 
income. The credit is determined with reference to the date on which 
the dividends are received regardless of the taxable year of the indi- 
vidual receiving them. 

Section 642(a) (8) of the Code (which despite its repeal 'by sec- 
tion 201(d) (6) (A) of the Revenue Act of 1964 remains effective 
under section 201(e) of that Act with respect to dividends received 
prior to January 1, 1965, in taxable years ending before that date) 
provides that for purposes of determining the time of receipt of divi- 
dends under section 84 and section 116 of the Code, the amount of' 
dividends properly allocable to a beneficiary under section 652 or 
662 of the Code sliall be deemed to have been received by the bene- 
ficiary ratably on the same dates that the dividends were received 
by the estate or trust. A similar provision, for purposes of section 
116(a) of the Code only, is contained in section 116(c) (8) of the Code, 
as amended by section 201 (d) (6) (C). of the Act, effective with respect 
to dividends received after December 81, 1964, in taxable years end- 
ing after such date. 

If an individual as a beneficiary of an estate or trust is deemed 
to have received from the estate or trust dividends, part of which were 
deemed received in 1968 and part in 1964, the dividend exclusion 
allowable in 1964 for dividends deemed received in 1968 is limited 
to $50 (or the amount of dividends deemed to have been received in 
1968 if less than $50), plus the dividends deemed to have been received 
in 1964. However, the total amount of dividends excluded, including 
both those deemed received in 1968 and deemed received in 1964, 
shall in no case exceed $100, the maximum exclusion for dividends 
received in 1964. 

The computation of the dividend exclusion allowable for 1964 may 
be illustrated by the following examples. In each case the individual 
received no dividends except those deemed received from the trust. 

1. A simple trust, reporting income on the basis of a fiscal year 
ending March 81 received quarterly dividends of $25 on June 1, Sep- 
tember 1, and December 1, 1968, and March 1, 1964. All of these 
dividends are allocable to an individual filing returns on a, calendar 
year basis and are reported in his income tax return for 1964. Since 
he is deemed to have received these dividends when the trust received 
them, he is allowed a dividend exclusion of $75 for 1964. 

2. The facts are the same as in the first example, except that the 
amount of the quarterly dividends received by the trust was $100. The 
individual is allowed a dividend exclusion of $100. Of this amount, 
$50 (the limitation for 1968) is excludable from those deemed received 
in 1968 and $50 from those deemed received in 1964. 

8. An individual is sole beneficiary of a simple trust which is a par- 
ticipant in a common trust fund. The common trust fund's taxable 
year ends on April 80; the taxable year of the trust ends on Septem- 
ber 80; and the beneficiary of the trust computes his income on the 
basis of a calendar year. Charges are made to the common trust 
fund for the ainount distributable to each participant four times a 
year, on the last day of, July, October, January, and April. The trust 
is required to distribute its income to the beneficiary during its taxa 



ble year. The trust's proportionate share of the amount of dividends 
received by the common trust fund during its fiscal year ended April 
30, 1964, was $240, one-half of which was received in 1963 and the 
balance in 1964. The individual beneficiary is deemed to have re- 
ceived $120 in dividends during 1963 and $120 in 1964, when they 
were received by the common trust, and is allowed a dividend exclu- 
sion of $100. 

The individual is allowed a dividends received credit of 4 percent 
for those dividends deemed to have been received by him in 1963 
and 2 percent for those deemed to have been received by him in 1964, 
to the extent that they are included in his income, Accordingly, the 
dividends received credit allowable in the examples given above is: 

1. $1 (4 percent of $25) . 
2. $11 (4percentof $250plus2percentof $50). 
3. $4;20 (4 percent of $70 plus 2 percent of $70) . 

However, because of the limitation imposed by section 34(b) (2) of' 
the Code, as amended by section 201(a) (2) of the Revenue Act of 1964, 
the credit for the calendar year 1964 may not exceed 2 percent of the 
individiial's taxable income for that year, or the tax for the year 
reduced by any allowable foreign tax credit, whichever is the lesser. 

In view of' the repeal of section 34 of the Code by section 201(b) 
of the Revenue Act of 1964, effective with respect to dividends re- 
ceived after December 31, 1964, no dividends received credit is allow- 
able to individuals in respect of dividends received after December 
31, 1964. However, that portion of this Revenue Ruling dealing with 
the dividends received credit is applicable to dividends deemed to 
have been received in 1964 to the extent that a beneficiary is required 
to include such dividends in his gross income for 1965. That portion 
of this Revenue Ruling dealing with the dividends received exclusion, 
which remains efFective with respect to taxable years beginning after 
December 31, 1963, is equally applicable, for purposes of determining 
the time of receipt of dividends, to dividends deemed received from 
an estate or trust in 1965 and subsequent taxable years. 

SECTION 38. — INVESTMKNT IN CERTAIN DKPRKCIABLK 
PROPERTY 

Rev. Rul. 66 — 89 26 CFR 1. 38 — 1: Investment in certain depre- 
ciable property. 

(Also Section 48; 1. 48 — 1. ) 
Examples of certain farm improvements are offered as guides in 

determining farm improvements which may qualify as "section 
38 property" for purposes of the investment credit allowed by section 
38 of the Internal Revenue Code of 1%4. 

Aflvice has been requested concerning the qualification of farm 
improvements as "section 38 property" for purposes of the investment 

credit allowed by section 38 of the Internal Revenue Code of 1954. 
Section 38 of the Code allows a credit, against Federal income tax 

for qualified investment in "section 38 property. " The amount of this 
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credit is determined in accordance with sections 46 through 48 of the 
Code. 

Section 48(a) (1) of the Code provides, in pertinent part, that the 
term "section 38 property" means tangible personal property or other 
tangible property (not including a building or its structural compo- 
nents) but only if such other property is used as an integral part of 
manufacturing, production, or extraction or is a research or storage 
facility used in connection with any of the foregoing activities. In 
order to qualify as "section 88 property" the property must be depre- 
ciable property and must have a useful life of 4 years or more. 

Section 1. 48 — 1(d) of the Income Tax Regulations provides, in part, 
that the terms "manufacturing, " "production" and "extraction" in- 
clude the cultivation of the soil and the raising of livestock. That 
section also provides that property is used as an integral part of the 
specified activities if it is used directly in the activity and is essential 
to the completeness of the activity. Fences used to confine livestock 
are specifically mentioned as property used as an integral part of one 
of the specified activities. Examples of storage facilities given in 
section 1. 48 — 1 of the regulations include grain storage bins, and sub- 
section (e) thereof specifically states that the term "building" does not 
include such structures as grain storage bins and silos. 

The following examples are offered as guides in determining which 
farm improvements qualify as "section 38 property" for purposes of 
the investment credit allowed by section 88 of the Code: 

(1) Eence8. Fences used iu connection with raising livestock qual- 
ify as section 88 property. This includes fences used to confine live- 
stock in pastures as well as fences within the pasture used to keep 
livestock out of. hazardous areas. In addition, fences used to keep live- 
stock and other animals out of cultivated areas are essential to the 
cultivation activity and qualify as section 88 property. 

(9) Dru~n ti7e8. Drain tiles used to irrigate cultivated fields are 
part of the specified activity performed thereon and qualify as section 
88 property. Drain tiles used to improve the drainage of a pasture are 
an integral part of the livestock-raising activity and thus qualify as 
section 88 property. 

(8) Paved Burnyard8. Paved barnyards which are used to keep 
livestock out of mud and to load them onto auto trucks are an integral 
pa, rt of the livestock-raising activity and qualify as section 88 property. 

(4) %cater ~ella. Water wells which provide water for raising 
poultry and livestock are an integral part of a specified activity and 
are, therefore, "other tangible property" within the meaning of section 
48 a) (1) of the Code and, as such, qualify as section 88 property. 

5) Storage facilities. If property (other than a building and its 
structural components) is a storage facility used in farming such as 
the cultivation of the soil or the raising of livestock, and if it cannot be 
reasonably adapted to other uses, it qualifies as "other tangible prop- 
erty" within the meaning of section 48(a) (1) of the Code, regardless 
of whether it is a temporary or a permanent facility. Typical storage 
facilities on farms include grain storage bins, corn cribs and silos. 
These are all to be distinguished from farm buildings ivhich do not 
qualify as section 38 property, such as barns, stables, poultry houses 
and warehouses. All of these contain space within which the farmer 



works and carries on his farming activities and are ineligible for the 
credit because they fall within the definition of the term "building. " 
A storage facility, as above illustrated, provides the farmer only 
storage space but not ivorking space. 

SECTION 30. — CERTAIN USES OF GASOLINE AND 
LUBRICATING OIL 

(Also Sections 6421, 6424. ) Rev. Rul. 66 — 48 

Various situations are presented for claiming refund of, or 
taking credit against income tax for, the tax on gasoline used 
otherwise than as a fuel in a highway vehicle after June 30, 196o, 
and the tax on lubricating oil used otherwise than in a highway 
motor vehicle after December Sl, 1965. 

Advice has been requested in respect of a number of questions 
regarding the recovery of excise taxes on gasoline and lubricating oil 
under sections 30 and 6424 of the Internal Revenue Code of 1054, as 
added by sections 800(c) and 202(b), respectively, of the Excise Tax 
Reduction Act of 1065& Public Law 89 — 44, C. B. 1965 — 2, 568, and sec- 
tion 6421 of the Code, as amended by section 809(b) of such Act. The 
questions relate to a taxpayer who reports on the basis of a calendar 
year. The specific questions and the answers thereto are;is follows: 

QvxsTzoN 1: Do the transitional rules in section 39(b) of the 
Code mean that where a taxpayer chooses to take the credit, the credit 
attributable to the tax determined under section 6421(a) of the Code 
which is taken in the tax return for 1066 may include such tax cover- 
ing the period July 1, 1965 to December 31, 1066'i 

Answer: Yes. The credit for gasoline tax will first be taken on 
the return for the first full taxable year beginning after June 30, 
1065. The credit on the first return will include any tax paid on 
gasoline used after June 30, 1965, but before the beginning of such 
taxable year. In the typical case of a calendar year taxpayer, a credit 
for gasoline tax will first be taken on the income tax return filed for 
the year 1066 and will cover the period from June 30, 1065, through 
December 31, 1066. 

QiTzsTzoN 2: May the taxpayer take a credit for the tax covering 
the period July 1, 1965, to December 31, 1965, in his 1965 income 
tax return l 

Amu:er: No. This credit may not be taken on the 1965 income 
tax return. 

QUEsTION 3: Assuming that the taxpayer chooses to file claims 
for refund pursuant to the provisions of sections 6421 and 6424 of 
the Code, will a claim covering the period July 1, 1065 to December 
31, 1065, be allowed under section 6421(c) (3) of the Code if filed not 
later tha&n the due date of the return for 1965 l If such a claim is 
not allowable, then assuming that $1&000 or more is payable with 
respect to gasoline used during the third quarter of 1065, will a claim 
timely filed under section 6421(c) (3) (B) of the Code be allowed and 
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may the taxpayer take a tax credit under section 89 of the Code for 
the amouiit payable with respect to gasoline used during the fourth 
quarter of 1965~ 

Ansnrer: There are two methods for obtaining the amount of the 
refund allowable under section 6421 of the Code. Generally, the 
amount due must be claimed by the ultimate purchaser as a credit 
against his income tax for the taxable year. However, if $1, 000 or 
more is payable with respect to gasoline used during any of the first 
three quarters of his taxable year, a claim for refund may be filed 
under section 6421(c) (8) (B) of the Code with respect to gasoline 
used during such quarter. As stated above, a credit in the case of a 
calendar year taxpayer may not be taken on the 1965 income tax re- 
turn but will be taken on the 1966 return and will cover the period 
from June 30, 1965, through December 31, 1966. In the case of a claim 
for refund under section 6421(c) (8) (B) of the Code, the provisions 
of subparagraph (B) should be read in context with the provision in 
subparagraph (A) which provides that, for purposes of this para- 
graph, a person's first taxable year beginning after June 30, 1965, 
shall include the period after June 30, 1965, and before the beginning 
of such first taxable year. When this is done, it is deemed that claims 
for refund may be fiiled for all quarters in the taxable year except the 
last quarter. Thus, a claim for refund timely filed under section 6421 
(c) (3) (B) of the Code would. be acceptable in respect of gasoline 
used during either the third or fourth quarter of 1965. 

QvrsvioN 4: Will a claim for refund of gasoline tax for the period 
July 1, 1965, to December 31, 1966, be allowed if filed on or before the 
due date of the 1966 return ~ 

Ansiiier: No. Unless a refund claim was or is filed on or before 
the last day of the first quarter following the quarter in which the gaso- 
line was used, the amount due must be claimed as a credit on the 1966 
income tax return no later than the time prescribed by law for filing 
sucli return. 

QiiEsrzoN 5: Where, taxpayer files quarterly claims pursuant to 
sections 6421(c) (8) (B) and 6424(b) (2) of the Code, may he take a 
tax credit under section 39 of the Code with respect to taxes payable 
to him for any quarter for which a claim was not filed & 

Anwoer: The taxpayer should claim the amount, payable to him as 
a credit on his return with respect to gasoline and lubricating oil used 
during any quarters in the taxable year for which a claim was not 
filed under sections 6421(c) (8) (B) and 6424(b) (2) of the Code. In 
any case, a tax payment for the last quarter may be claimed only as a 
credit on the income tax return. 

QUzsTION 6: Will a single claim on Form 848 covering both gaso- 
line and lubricating oil taxes payable to taxpayer be acceptable, oi' 
must separate claims be filed & 

Answerer: Where it is appropriate to file a claim on Form 843, a single 
Form 843 covering both gasoline and lubricating oil taxes payable to 
a taxpayer will be acceptable if there is shown on the Form 843 sepa- rate computations in respect of each tax and all the supporting in-' 
formation is submitted therewith. 
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subpsrt B. — Rules for computing credit for Investment in certain Depreciable property 

SECTION 48. — DEFINITIONS; SPECIAL RULES 
o6 CFR 1. 48 — 1: Definition of section 38 

property. 
Rev. Rul. 66-156 

Structures in which nmshrooms are grown are buildings within 
the meaning of section 1. 48 — 1(e) (1) of the Income Tax Regulations 
and do not qualify as "section 38 property" for purposes of the 
investment, credit. 

Certain other property contained in or attached to the buildings 
(other than structural components), including the beds in which the 
mushrooms grow, is tangible personal property eligible for the in- 
vestment credit under section 1. 48-1(c) of the regulations. 

Components which serve a dual purpose of supporting the grow- 
ing beds and the false ceiling, a structural component, are structural 
components within the meaning of section 1. 48 — 1(e) (2) of the regu- 
lations. 

Advice has been requested whether facilities used to grow mush- 
rooms are structures which are essentially items of equipment within 
the Ineaning of section 1. 48 — 1(e) of the Income Tax Regulations and 
hence qualify as "section 38 property" for purposes of the investment 
credit allowed under section 38 of the Internal Revenue Code of 1954. 

The taxpayer is a mushroom grower and packager. The principal 
facility used in the growing of mushrooms is commonly referred to 
as a "mushroom house. " These structures are specially designed and 
constructed to meet the particular temperature, humidity, and dark- 
ness conditions required for mushroom growing. 

The mushroom house is a rectangular shaped enclosure with con- 
crete block walls and aluminum or tar-felt asbestos roofs. There 
are no windows as mushrooms must grow in darkness. It houses the 
shelf-like "beds" in which the mushrooms grow and the conveyors 
which are used to fill the "beds" with compost and soil. These "beds" 
are supported by heavy closely placed studding, since the beds contain 
large quantities of mushroom soil and are extremely heavy. The house 
has a false ceiling equipped with ventilators in order to permit proper 
ventilation of the "beds. " This false ceiling is held in place by the 
same studding which supports the heavy mushroom beds. 

The mushroom house must be well insulated and sealed in order to 
withstand the high temperature and humidity conditions which are 
required to be maintained over long periods of time within closely 
controlled limits. 

The sole purpose of the mushroom house is the growing of mush- 
rooms. Substantial expenditures in relation to original cost would 
be required to make the structilre suitable for any other purpose. Per- 
sons entering the structure do so only for purposes involved in the 
mushroom growing process. 

The investment credit sections of the Code provide, in part, that 
the credit is allowable for certain qualified investment in tangible 
personal property for which depreciation is allowable having a useful 
life of 4 or more years. Section 1. 48 — 1(c) of the regulations provides 
that tangible personal property includes all property (other than 
structural components) which is contained in or attached to a buildillg. 

The credit is also allowable for qualified investment in certain othei 
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depreciable tangible property (with a useful life of. 4 or more years), 
but not to a building and its structural components. As defined in sec- 
tion 1. 48 — 1(e) (1) of the regulations, the term "building" generally 
means any structure or edifice enclosing a space within its walls, and 
usually covered by a roof, the purpose of which is for example, to 
provide shelter or housing, or to provide working, office, parking, dis- 
play, or sales space. However, such term does not include a structure 
which is essentially an item of machinery or equipment. 

The term "structural components, " as defined in section 1. 48 — 1(e) 
(2) of the regulations, includes parts of a building relating to its 
operation or maintenance. However, the term does not include ma- 
chinery required only for the purpose of meeting temperature or 
humidity requirements which are essential for the operation of other 
machinery or the processing of materials and foodstuffs. 

Based on the foregoing, it is concluded that the mushroom house in 
which mushrooms are grown is a building within the meaning of sec- 
tion 1. 48 — 1(e) of the regulations and is ineligible for the itrvestment 
credit. Thus, the roof, walls, false ceiling, and concrete Hoor do not 
qualify as "section 88 property, " 

Ho~ever, certain other property contained in or attached to the 
building (other than structural components) qualifies as "section 88 
property" under section 1. 48 — 1(c) of the regulations and is therefore 
subject to the investment credit provided the other provisions of the 
investment credit sections of the Code are met. The beds in which the 
mushrooms grow and the conveyors used to fill the beds are items of 
tangible personal property and qualify for the credit. The machinery 
and pipes of the heating system are tangible personal property since 
the sole justification for their installation is that the heating system 
is required to meet critical temperature and humidity requirements 
essential to the growing of mushrooms. 

However, the vertical studs which support the conveyor and shelf- 
like "beds" also serve to hold the false ceiling in place. These studs 
do not qualify for the investment credit. They serve a dual purpose 
and, therefore, are structural components within the meaning of sec- 
tion 1, 48 — 1(e) (9) of the regulations. That section does not authorize 
fragmentation of costs in order to allow the investment credit on a 
pro rata, basis. 

Qualification of farm improvements as section 88 property. See 
Rev. Rul. 66 — 89, page 7. 

SUBCHAPTER B. — COMPUTATION OP TAXABLE INCOME 
PART I. — DEFINITION OF GROSS INCOME, ADJUSTED GROSS INCOME, AND 

TAXABLE INCOME 

SECTION 61. — GROSS INCOME DEFINED 
96 CFR 1. 61 — 1: Gross income. Rev. Rul. 66 — 110 (Also Section 7P. ; 1. 72 — 16. ) 

Policyholder dividends paid to an employee on life insurance policies purchased under a so-called "split dollar" arrangement of 



the type considered in Revenue Ruling 64 — 828, C. B. 1964 — 2, 11, are 
to be aggregated with the other beneiits received by the employee 
under the arrangement for purposes of determining the amount in- 
cludible in the employee's gross income. 

The current published premium rates charged by an insurer for 
individual 1-year term life insurance available to all standard risks 
may be used for deterniining the cost of insurance in connection with 
individual policies issued by the same insurer and used for "split 
dollar" arrangements or held by trusts qualified under section 
401(a) of the Internal Revenue Code of 1954, ivhere those rates are 
lower than the rates set forth in Revenue Ruling 5W747, C. B. 
1955-2, 228. 

The table of premiums set forth in Revenue Ruling 55 — 747 is 
extended to age 81. 

Revenue Rulings 64 — 828 and 55 — 747 are amplified. 

Advice has been requested regarding the proper income tax treat- 
ment of policyholder dividends paid on life insurance policies pur- 
chased under so-called "split dollar" arrangements of the types con- 
sidered in Revenue Ruling 64 — M8, C. B. 1964 — 2, 11. 

Revenue Ruling 64 — 328 holds that the typical "split dollar" arrange- 
ment confers an economic benefit on the employee, the value of which 
must be included in the gross income of the employee. In that ruling, 
current insurance protection is the only benefit which the employee 
receives and consequently only the value of that benefit is referred to 
as being includible in the employee's income. However, the employee 
may receive other benefits, such as cash dividends or additional life 
insurance. the value of which would likewise be includible in the 
employee's gross income. The amount includible in the employee's 
gross income each year is equal to the excess of the total value of all 
the benefits received under the arrangement for such year, over the 
ainount, if any, provided by the employee for that year. 

Revenue Ruling 64 — 328 considers two major types of "split dollar" 
arrangements, the endorsement system and the collateral assignment 
system. That ruling indicates that while the two systems diR'er in 
form, in substance they result in the same economic benefit to the 
employee. Accordingly, the treatment to be accorded the additional 
benefits received by the employee on account of policyholder dividends 
under a "split dollar" arrangement would be the same whether the 
endorsement system or the collateral assignment system is used. 

If the policyholder dividend is distributed to the employee, the 
amount of the dividend must be aggregated with the other benefits 
received by the employee under the arrangement for purposes of 
determining the amount includible in the employee's gross income. 
Similarly, if the dividend is used to purchase for the employee addi- 
tional 1-year term insurance, or paid-up life insurance (in which the 
employee has a nonforfeitable interest) for a period of more than 1 
year, the employee receives an additional economic benefit, the value of 
which is equal to the amount of the dividend. If, in the case where 
the dividend is used to purchase additional paid-up life insurance for 
a period of more than 1 year, the employer retains the right to the cash 
surrender value of such additional insurance, the annual value of the 
additional insurance coverage is includible in the employee's gross 
income in the same manner as set forth in Revenue Ruling 64 — M8; the 
value of the benefit to be so included each year may be determined 
in the manner set f orth in that, ruling. 
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Revenue Ruling 64 — M8 states further that the cost of life insurance 

protection per $1, 000, as shown in the table contained in Revenue 

Ruling 55 — 747, C. B. 1955-2, 928, may be used to compute the 1-year 

term cost of the insurance protection to which an employee is entitled 

from year to year under a "split dollar" arrangement with his em- 

ployer. Revenue Ruling 55 — 747 states that the rates set forth therein 

may be used to determine the cost of current life insurance protection 
required to be included in the income of an employee who is furnished 
insurance protection under a trust qualified under section 401(a) of 
the Code. Such cost is includible in the employee's gross income in 
accordance vith section 72(m) (8) of the Code. In any case where 
the current, published premium rates per $1, 000 of insurance protection 
charged by an insurer for individual 1-year term life insurance avail- 
able to all standard risks are lower than those set forth in Revenue 
Ruling 55 — 747, such published rates may be used in place of the rates 
set forth in that Revenue Ruling for determining the cost of insurance 
in 'connection with individual policies issued by the same insurer and 
used for "split dollar" arrangements or held by trusts qualified under 
section 401 (a) of the Code. 

Advice has also been requested as to the 1-year term premiums to 
be u'sed at ages 76 through 81 in cases similar to those where the rates 
set forth in Revenue Ruling 55 — 747 are applicable. The 1-year term 
premiums for $1, 000 of life insurance protection for these ages, 
computed on the sa~me basis as the premiums shown in Revenue Ruling 
55 — 747, are as follows: 

Age: Premium 
76 $79. 68 
77 86. 57 
78 94. 09 
79 102. 28 
80 111. 04 
81 1'20. 57 

Revenue Rulings 55 — 747 and 64 — M8 are hereby amplified. 

(Also Section 6049; 1. 6049 — 1. ) Rev. Rul. 66 — 190 
Guidelines are set forth in the form of examples illustrating the 

application of Revenue Ruling 65 — 199, C. B. 196, — 2, 20, relating to 
the reporting of increments earned on advance or prepaid premiums 
on individual insurance or annuity policies under various arrange- 
ments that allow an interest discount from the respective contract 
premiums. 

Revenue Ruling 65 — 199, C. B. 1965 — 2, 20, amplified. 

SECTION 1. PURPOSE. 
The purpose of this Revenue Ruling is to provide guidelines for the 

reporting of increments earned on advance or prepaid premiums under 
various arrangements that allow an interest discount to be deducted 
from the respective contract premiums. 
SEc. 2. BAOKGRQUND. 

Prior to the issuance of Revenue Ruling 65 — 199, C. B. 1965 — 9, 90& I. T. 8518, C. B. 1941 — 9, 75, embodied the Service's position with respect 
to the increments in va~lue on advance premiums on an annuity policy. I. T. 8518 held that the increments represented by the excess of the 
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stated policy premiums over the discounted premiums should not be 
included in the gross income of the premium payor in the years in 
which the premiums fall due. Revenue Ruling 65 — 24, C. B. 1965 — 1, 81, 
made the holding in I. T. 8518 equally applicable to advance premiums 
on a life insurance policy. Revenue Ruling 65 — 199 was issued to estab- 
lish the new position of the Service and to revoke I. T. 8513 and Reve- 
nue Ruling 65 — 24. 

Revenue Ruling 65 — 190 holds, in part, that any increment in value 
of so-called "advance premiums", "prepaid premiums", or "premium 
deposit, funds" which is applied to the payment of premiums due on 
annuity and life insurance policies, or made available for withdrawal 
by the policyholder, will result in taxable income to the policyholder 
at that time. 

SEC. 8. TRANSITIONAL RVLE. 
In order to make the transition as orderly as possible and to mini- 

mize hardship to taxpayers affected where advance premiums had been 
deposited on or before July 8, 1065, Revenue Ruling 65 — 109 states that 
with respect to such deposits~the new position will be applied only to 
increments credited or made available for withdrawal subsequent to 
the first premium due date falling after July 81, 1965. Consequently, 
any increments on advance premium deposits made on or before July 8, 
1065, which are made available for withdrawal, but not withdrawn or 
applied to premium payments due, on or before the first premium due 
date falling after July 81, 1065, need not be repoited in gross income. 
Furthermore, any increments on advance premium deposits made on 
or before July 8, 1965, which are not made available for withdrawal 
or applied to premium payments due but which are accrued on or be- 
fore the first premium due date falling after July 31, 1965, and are not 
withdrawn, need not be reported in gross income. The total of the 
increments which, for purposes of the preceding sentence, are deemed 
to be so accrued is the amount of interest included in the sum that 
would be withdrawable immediately before the application of the pre- 
mium due on the first premium date falling due after July 81, 1965, 
determined on the assumption that full withdrawal is permitted with- 
out penalty against principal or interest. See section 6, below. 

SEC. 4. LIMITED AT'PLICABILITY. 

The terms "advance premiums", "prepa, id premiums", and "pre- 
mium deposit funds" as used in Revenue Ruling 65 — 100 mean the dis- 
counted value of the corresponding contract premiums not yet due 
under a specific individual insurance or annuity policy. Those terms 
do not include deposits to an interest-bearing fund, under an apve- 
ment to pay policy premiums from the fund whenever such premiums 
are not paid from some other source. Deposits made under this latter 
type of arrangement are not advance or prepaid premiums within 
the meaning of those terms as used in Revenue Ruling 65 — 100, but 
are amounts held under an agreement to pay interest. Such interest 
has always been reportable in gross income when received, credited, 
made available for withdrawal, or accrued. Revenue Ruling 65 — 100 
and this Revenue Ruling are limited in application to an advance 

premium arrangement with respect to an individual life or annuity 
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policy but, do not relate to individual single premium policies. ' The 
transitional period provided in Revenue Ruling 65 — 199 does not apply 
to increments actually withdrawn. Such increments have always 
been taxable. 

SEc. 5. AvAILABILITY I"oil AVITHDI(AWAL. 

For purposes of this Revenue Ruling an amount is considered to 
be available for withdrawal if the taxpayer's control of its receipt is 
not subject to substantial limitations or restrictions within the mean- 

ing of section 1. 451 — 9 of the Income Tax Regulations, relating to 
constructive receipt of income. For example, a requirement that in- 
crements may be withdrawn only upon a withdrawal of all of the 
unapplied advance premiums is not a substantial limitation, but a 
requirement that increments may be withdrawn only upon surrender 
of the policy, or upon the death of the insured, is a substantial 
limitation, 

Increments which were never available for withdrawal but which 
are applied to the payment of a premium should be reported in gross 
income when so applied, except to the extent that they are subject to 
the provisions of section 3. 
SEC. 6. EXAMPLES. 

The examples set forth below illustrate the application of Revenue 
Ruling 65 — 199 in determining the reportable gross income attributable 
to increments earned on amounts deposited with insurance companies 
as advance premiums under various advance or prepaid premium 
arrangements. 

The general facts in each of the examples are as follows: D, a cal- 
endar year taxpayer, is the insured under a whole-life insurance policy 
issued by L life insurance company which provides for a premium 
of $1, 000 to be paid by D on November 14 of each year the policy is 
in force. On November 14, 1964, in addition to the $1, 000 premium 
then due, D deposited a total of $2, 775. 10 with L as an advance 
premium deposit to be used together with increments earned on the 
deposit for the payment of three successive annual $1, 000 premiums 
commencing with the one due on November 14, 1965. If no with- 
drawal from the deposit fund is made, a portion of the initial deposit 
together with the increment earned on such portion will be used to 
pay the premium then due. Increments are computed at a 4-percent 
rate compounded annually from the date of deposit. Thus, 1 year 
after the deposit;, $961. 54 of the deposit fund ("deposit 1") together 
with an increment of $88. 46 (the amount earned on $961. 54 for 1 year 
ending November 14, 1965) will be applied. against the $1, 000 premium 
then due. Similarly, 9 years hence, $9M. 56 of the deposit ("deposit 
2") 'together with an increment of $75. 44 (the amount earned on 

' The distinction between a single premium policy and an annual premium policy on which advance premiums have been deposited may be illustrated by the following example: A takes out a $10, 000 single premium whole-life policy on his life, for which he pays a single premium of $5, 050. At the same time he takes out a $10, 000 20-payment-life policy on his life and pa! s the insurer $5, 724. 25, which represents the first annual premium of $405 plus the discounted value ($5, 919. 25) of the remaining 19 premiums of $405 each A. dies 10 months later. The insurer of the single premium policy pays $10, 000 to the beneficiary, The insurer of the 20-payment-life policy pays $10, 000 to the beneficiary and $5, 919. 25 plus interest thereon to the date of death to the'estate of A (or to the beneficiary of the policy, depending on the terms of the advance premium agreement). 
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$024. 56 for 2 years ending November 14, 1066) will be applied, and 3 
years hence, $880 of the deposit ("deposit 3") together with an in- 
crement of $111 (the amount e:lrned on $880 four 8 years ending 
November 14, 1067) will be applied. 

D may withdraw at any time the unapplied advance premiums 
together with interest on such amounts computed at, a rate of 4 percent 

er annum compounded annually for the period from the date of 
eposit to the date of withdrawal (measured in completed months) 

provided the entire account is withdrawn. 
The chart set forth below shoulrl be considered with the examples. 

It shows the increments earned on each portion of the deposit fund 
for each calendar year involved (assuming a 4-percent rate com- 
pounded annually from the date of deposit) and the amount of and 
date when each increment is applied to the payment of a $1, 000 
premium. 

Where applicable, the transitional rule operates so that the tax- 
payer in the examples set forth below need. not report that portion of 
each increment earned from the date of deposit, through November 14, 
1065. 

Deposit number 
$1, 000 

premium 
due on 

Initial 
deposit 

(11 — 14-64) 

Calendar year increments Total 
incre- 
ment 

1964 1965 1966 1967 

11-14 — 65 
11 — 14 — 66 
11-14-67 

$961. 54 $3. 21 $35. 25 
924. 56 3. 08 37. 11 
889. 00 2. 96 35. 68 

$35. 25 
37. 11 $35. 25 

$38. 46 
75. 44 

111. 00 

Total 2, 775. 10 9. 25 108. 04 72. 36 35. 25 224. 90 

Example 1. — The facts are the same as in the general facts. As- 
sume D makes no withdrawal, 

The increments earned for each year on the unapplied deposits are 
$9. 25 in 1064, $108. 04 in 1965, $72. 36 in 1066, and $35. 25 in 1967. 
Since there is no substantial limitation on D's right to withdraw the 
increments earned, all the increments (but for the prospective appli- 
cation of Revenue Ruling 65 — 109) should be reported in his gross 
income in the year they are available for withdrawal. Because of 
the transitional rule, however, none of the 1064 increment and only 
$6. 29 of the 1065 increment (the amount earned on the unapplied 
deposits for 1 complete month in calendar year 1965) should be re- 
ported in D's gross income. The 1966 increment of $72. 86 and the 
1967 increment of $85. 25 should be included in gross income for those 
years. 

Examp/e 8. — The facts are the same as in the general facts except 
that on December 15, 1065, D withdraws his total unapplied advance 
premium deposits together with interest. This would include deposit 
2 of $024. 56 plus total increment of $40. 10 (the amount, earned in 
1 year and 1 month) and deposit 8 of $880 plus total increment of 
$88. 64 (the amount earned in 1 year and 1 month). Since the tran- 
sitional rule does not apply to increments withdrawn, the total incre- 
ments so withdrawn, $78. 88, are taxable in 1065. 
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Example 8. — The facts are the same as in the general facts except 

that no interest is paid on unapplied deposits withdrawn while the 

policy remains in force, and on I)ecember 15, 1966, after deposits 1 

and 2 (together with their respective increments) have been applied 

to pay premiums, D withdraws his total unapplied advance premium 

of $889. 
Since none of the increments earned were available for withdrawal, 

D is taxable only as the increments are actually applied to the pay- 
ment of his premiums. However, because of the transitional rule, 
none of the increments applied to pay the premium due on November 

14, 1965, is to be reported in 1965, and only $88. 46 (the amount earned 
between November 15, 1965, and November 14, 1966) of the total in- 

crements applied ($75. 44) to pay the premium due on November 14, 
1966, is to be reported in 1966. 

Tli~ese results would be the same in any case where there is a sub- 
stantial limitation on the right to withdraw increments on unapplied 
advance premium deposits. 

Zeal/e $. — The facts are the same as in the general facts except 
that if. unapplied deposits are withdrawn only three-fourths of the 
increment, accrued will be paid. Assume D makes no withdrawal. 

Since D has no right to receive one-quarter of the increment earned 
on unapplied advance premium deposits, that portion will be taxable 
only when actually applied to the payment of premiums. Because of 
the transitional rule, in 1964 D should report zero in his gross income. 
In 1965 D should report $4. 72; this amount represents three-fourths 
of the increment earned for the period November 14, 1965, to De- 
cember 14, 1965, on deposit 2 (three-fourths of $961. 54X4% && j/j2= 
$2. 41) and on deposit 8 (three-fourths of $924, 56 X4% X j/j2 $2. 81). 
In 1966 D should report, $68. 88; this amount represents all of. the in- 
crement earned on deposit 2 in 1966 and applied in 1966 ($35. 25), 
one-fourth of the increment earned for 1 complete month in the cal- 
endar year 1965 on deposit 2 and applied in 1966 ($8. 21 X j/4=$0. 80), 
and three-fourths of the increment earned on deposit 8 in 1966 
($87. 11 X s/4=$27. 88). In 1967 D should report $45. 80; this amount 
represents all of the increment earned on deposit 8 in 1967 and applied 
in 1967 ($85. 25), one-fourth of the increment earned on deposit 8 in 
1966 and applied in 1967 ($37. 11 X j/4 — — $9. 28), and one-fourth of the 
increment earned for 1 complete month in the calendar year 1965 on 
deposit, 8 and applied in 1967 ($8. 08' j/4=$0. 77). In absence of the 
transitional rule, the follov ing amounts would have been reportable 
in D's gross income: $6. 94 in 1964, $90. 64 in 1965, $78. 18 in 1966, and 
$54. 19 in 1967. 
SEC. 7. EEEECT ON OTHER DCCUMENTs. 

Revenue Ruling 65 — 199, C. B. 1965 — 2, 20, is hereby amplified. 

An amount equal to an employment agency fee previously paid by an 
employee which is reimbursed by the employer to the employee after he 
has completed a specified period of satisfactory service. See Rev. 
Rul. 66 — 41, page 238. 
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0 CI&'R 1. 01 — 2: Compensation for services, 
including fees, commissions, and similar 
items. 

Rev. Rul. 06 — 3 

Amounts received as subsistence allowances, under the provi- 
sions of the Reserve OKcers' Training Corps Vitalization Act of 
1004, Public Law 88 — 647, as amended by Public Law 80 — 51, by mem- 
bers of the ROTC selected for advanced training under section 2104 
of title 10 of the United States Code and members appointed under 
section 2107 of title 10, are not includible in the gross income of 
the recipients for Federal income tax purposes. 

Advice has been requested whether amounts received by certain stu- 
dents participating in the ROTC program under the provisions of the 
Reser«0%cers' Training Corps Vitalization Act of 1904, Public 
Law 88-047, as amended by Public Law 89 — 51, are subject, to Federal 
income tax. 

Section. 202(2) of title II of. the Reserve OKcers' Training Corps 
Vitalization Act of 1964, amended section 209 of title 37 of the United 
States Code, a, nd provided that, except when on active duty, members 
of the ROTC selected for advanced training under the provisions 
of section 2104 of title 10 O'. S. C. and members appointed under the 
provisions of section 2107 of title 10 U. S. C. are entitled to receive 
retainer pay during certain periods of training. Sections 2104(b) (3) 
and 2107(b) (3) of title 10 U. S. C. require that the ROTC member 
enlist in a reserve component of the Armed Forces for the period pre- 
scribed by the Secretary of the military department concerned. 

However, section 3 of Public Law 89 — 51, amended section 209 of 
title 37 U. S. C. by striking out the words "retainer pay, " wherever 
they appeared in that section, and inserting the words "8ub8istence 
alhomunce" in place thereof. In connection with this change in termi- 
nology, see H. R. Report 348, 89th Congress and S. Report 315, 89tli 
Congress. Section 4 of that public law provides that the eRective 
date of the amendment is October 13, 1904. 

Under section 01 of the Internal Revenue Code of 1954, gross income 
includes, among other items, all compensation for services, including 
fees, commissions, and similar items. 

Section 1. 61 — 2(a) (1) of the Income Tax Regulations in part pro- 
vides, that pay of persons in the military or naval forces of the United 
States is income to the recipients. Under the provisions of section 
1. 61 — 2 (b) of the regulations, subsistence allowances granted to various 
members of the Armed Forces of the United States are excludable from 
gross income. 

ROTC retainer pay is pay of persons in the military or naval forces 
of the United States and is includible in the gross income of the 
recipients. IIowever, sub8isfence aVoieences received by members of 
the ROTC are subsistence allowances granted io members of the Armed 
Forces of the United States and are excludable from the gross income, 
of the recipients. 

y virtue of the change made by Public Law 89 51~ tile allowances 
ieceived by members participating in the ROTC program are sub- 
sistence allowances, as contemplated by section 1. 01 — 2(b) of the regu- 
lations, rather than retainer pay. Therefore, the amounts representing 
allowances for subsistence are not subject to Federal income tax. 

22G — GGS' — GG- — S 
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Accordingly amounts received as subsistence all llowances under the 

provisions of Public Law 88 — 647, as amended by d d b Public Law 89 — 51 ) 

by members of the ROTC selected for advanced training under the 

provisions of section 2104 of title 10 U. S. C. and members appointed 

under the provisions of section 2107 of title 10 U. S. C. are not includible 

in the gross income of the recipients. 

Rev, Rul. 66 — 157 

A State statute provides that fees of inheritance tax appraisers 

be paid according to a, schedule set out in the statute which is based 

upon the value of the assets of an estate. The state controller, in con- 

sidering the circumstances involved in a particular estate, requested 

that the appraisers under his authority who were eligible for appoint- 
ment accept a fee substantially less than the statutory fee for apprais- 

ing such estate. The taxpayer, who was a party to the agreement, 
was thereafter selected as the inheritance tax appraiser of the estate 
and appraised the estate. The agreement was a valid and binding 
contract. HeM, the amount the appraiser was entitled to receive 
under the contract, rather than the higher amount provided for by 
statute, is includible in income under section 61 of the Internal Rev- 
enue Code of 1954. 

Rev. Rul. 66 — 167 (Also Section 2501; 25. 2501 — 1. ) 
Statutory fees or commissions are not includible in the gross 

income of the executor of an estate, where he eftectively waives his 
right to receive such fees or commissions within a reasonable time 
after commencing to serve as the executor and all his other actions 
with respect to the estate are consistent with an intention to render 
gratuitous service. The act of waiving said fees or commissions 
under these conditions will likewise eKect no gift thereof. 

Revenue Ruling 5fi — 472. C. B. 1956 — 2, 21, clarified and Revenue 
Ruling 54 — 225, C. B. 1984 — 2, 15, distinguished. 

The Internal Revenue Service has given further consideration to 
Revenue Ruling 56 — 472, C. B. 1956 — 2, 21, and Revenue Ruling 64 — 225, 
C. B. 1964 — 2, 15, which relate to the waiver of commissions by executors 
and similar fiduciaries. 

In the instant case, the taxpayer served as the sole executor of his 
deceased wife's estate pursuant to the terms of a will under which he 
and his adult son were each given a ha, lf interest in the net proceeds 
thereof. The laws of the state in which the will was executed and 
probated impose no limitation on the use of either principal or income 
for the payment of compensation to an executor and do not purport to 
deal with whether a failure to withdraw any particular fee or com- 
mission may properly be considered as a waiver thereof. 

The taxpayer's administration of his wife's estate continued for a 
period of approximately three full years during which time he filed 
two annual accountings as well as the usual final accounting with the 
probate court, all of which reported the collection and disposition 
of a substantial amount of estate assets. 

At some point within a. reasonable time after first entering upon the 
performance of his duties as executor, the taxpayer decided to make 
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no charge for serving in such capacity, and each of the aforesaid 
accountings accordingly emitted any claim for statutory commissions 
and was so filed with the intention to waive the same. The taxpayer- 
executor likewise took no other action»hich was inconsistent with a 
fixed and continuing intention to serve on a gratuitous basis. 

The specific questions presented are whether the amounts which the 
taxpayer-executor could have received as fees or commissions are 
includible in his gross income for Federal income tax purposes and 
whether his waiver of the riglit to receive these amounts results in a 
gift for Federal gift tax purposes. 

In Revenue Ruling 56 — 472, the executor of an estate entered into an 
agreement to serve in such capacity for substantially less than all of 
the statutory commissions otherwise alloii able to him and also for- 
mally waived his right to receive the remaining portion thereof. The 
basic agreement with respect to his acceptance of a reduced amount. 
of compensation antedated the performance of any services and the 
related waiver of the disclaimed commissions was signed before he 
would otherwise have become entitled to receive them. IJnder these 
circumstances, the ruling held that the difference between the corn- 
missions which such executor could have otherivise acquired an un- 
restricted right to obtain and the lesser amount which he actually 
received was not includible in his income and that his discla, imer d. id 
not efi'ect any gift thereof. 

In Revenue Ruling 64 — 225, the trustees of a testamentary trust in 
the State of New York waived their rights to receive one particular 
class of st;itutory commissions. This waiver was efFected by means of 
certain formal instruments that were not executed until long after 
the close of most of the years to which such commissions related. This 
circumstance, along with all the other facts described therein, indicated 
that such trustees had not intended to render their services on a 
gratuitous basis. The Revenue Ruling accordingly held that such 
commissions were includible in the trustees' gross income for the 
taxable year when so waived and that their execution of the waivers 
also efFected a, taxable gift of these commissions. 

The crucial test of whether the executor of an estate or any other 
fiduciary in a similar situation may wa, ive his right to receive statutory 
commissions without thereby incurring any income or gift tax liability 
is whether the waiver involved will at least primarily constitute evi- 
dence of an intent to render a gratuitous service. If the timing, pur- 
pose, and efFect of tlie waiver make it serve any other important 
objective, it may then be proper to conclude that the fiduciary has 
thereby enjoyed a realization. of income by means of controlling the 
disposition thereof, and at the same time, has also efi'ected a taxable 
gift by means of any resulting transfer to a third party of his contin- 
gent beneficial interest in a part of the assets under his fiduciary 
control. See the above cited Revenue Rulings and the authorities 
therein cited, as well as section 252511 — 1(c) of the Gift Tax 
Regulations. 

The requisite intention to serve on a gratuitous basis will ordinarily 
be deeined to have been adequately manifested if the executor or ad- 
ministrator of an estate supplies one or more of the decedent's principal 
lega, tees or devisees, or of those principally entitled to distribution of 
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decedent's intestate estate, within six months after his initial appoint- 
ment as such fiduciary, with a formal waiver of any right to com- 
pensation for his services. Such an intention to serve on a gratuitous 
basis may also be adequately manifested through an implied waiver, 
if' the fiduciary fails to claim fees or commissions at the time of filing 
the usual accountings and if all the other attendant facts and circum- 
stances are consistent with a fixed and continuing intention to serve 
gratuitously. If the executor or administrator of an estate claims 
his statutory fees or commissions as a deduction on one or more of the 
estate, inheritance, or income tax returns which are filed on behalf of 
the estate, such action will ordinarily be considered inconsistent with 
any fixed or definite intention to serve on a gratuitous basis. No such 
claim was made in the instant case. 

Accordingly, the amounts which the present taxpayer-executor 
would have otherwise become entitled to receive as fees or commissions 
are not includible in his gross income for Federal income tax purposes, 
and are not gifts for Federal gift tax purposes. 

Revenue Ruling 56-472 is clarified to remove any implication that, 
although an executor efi'ectively waives his right to receive com- 
missions, sucli commissions are includible in his gross income unless 
the waiver is executed prior to performance of any service. 

Revenue Ruling 64 — 225 is distinguished. 

Stipends received by an intern in the field of community organiza- 
tion and intergroup relations at a social service agency. See Rev. 
Rul. 66 — 88, page 80. 

26 CFR 1. 61 — 11: Pensions. Rev. Rul. 66 — 84 
(A. iso Sections 72, 7805; 1. 72 — 1, 801. 7805 — 1. ) 

The payments received under the social security system of the 
Federal Republic of Germanv by a taxpayer who is a citizen of the 
United States or has been admitted to the United States for per- 
manent residence are includible in his gross income under section 
61 of the Internal Revenue Code of 1954, unless excluded by law. 

A basic similarity between the benefits paid under the social 
security system of the Federal Republic of Germany and the sundry insurance benefits paid under the social security system of the 
United States is not a valid basis for excluding the German pay- ments from gross income. 

Revenue Ruling 66-136, C. B. 1966 — 1, 56, revoked. 
Advice has been requested whether the payments a taxpayer receives 

under the social security system of the Federal Republic of Germany are includible in his gross income under section 61 of the Internal 
Revenue Code of 1054. 

The taxpayer, in the instant case, is an individual who has been 
admitted to the United States for permanent residence. He is re- 
ceiving benefiit payments under the old age insurance program of the social security system of the Federal Republic of Germany. Section 61(a) of the Code provides that, except as otherwise pro- vided, gross income means all income from whatever source derived. Section 1. 61 — 11(a) of the Income Tax Regulations provides in 
part, as follows: ~u a ions provi es, in 



(a) Ia'general. — pensions and retirement allowances paid either bv the Gov- 
ernment or by private persons constitute gross income unless excluiled by law. 
Usually, where the taxpayer did not contribute to the cost of a pension and was 
not taxable on his employer's contributions, the full amount of the pension is to 
be included iu his gross income. But see sections 72, 402, and 406 aud thc regu- 
lations thereunder. ~ ~ * 

Paragraph (b) of the same regulation includes the statement that 
"Amounts received as pensions or annuities under the Social Security 
Act "' "' "' are excluded froni gross income, " and refers to "section 87 
and the regulations thereunder" with respect to the "inclusion of 
pensions in income for the purpose of the retirement income credit. " 

Section 87(d) (1) of the Code relates to retirement income and pre- 
scribes a inaximum dolla, r amount, , to be reduced by, "in the case of. any 
individual, any aniount received by the individual, as a pension or 
annuity, " "under Title II of the Social Security Act, " or "otherwise 
excluded fronl gross income. " Section 87(e) of the Code states that 
subsection (d) (1) shall not apply, among other things, "to any amount, 
excluded from gross incoine under section 79 (relating to annuities) . " 
This is explained in section 1. 87 — 8 (b) (9) of the regulations in. tile 
following manner: 

(2) Amounts not inc(adi bio in gross (sconce. — Retirement income may not 
include any amount uot includible in the gross income of the individual for 
the taxable year. For example, if a portion of an annuity is excluded from 
gross income under section 72, relating to annuities, that portion of the 
annuity is not retirement income. * * "' 

The purpose of the retirement income credit of section 67 of the 
Code was explained in Senate Report No. 1629, Eighty-third Congress, 
at page 8, as follows: 

Under existing law, benefits payable under the social security program and 
certain other retirement programs of the Federal Government are exempt from 
income tax. Xo similar exemption is accorded to persons receiviug retiremeut 
pensions under other publicly administered programs * ": *. In order to adjust 
this differential tax treatment, the House bill grants an individual "' ":. ":. a credit 
against his tax liability + a s. 

It is evident, therefore, that in enacting the Internal Revenue Code 
of 1954 Congress intended the benefit of the retirement income credit 
to be available with respect to payments like those in the instant case, 
but not to payinents under the U. S. social security system, Congress 
recognizing that such payments had been specifically held "not subject 
to the Federal income tax in the hands of the recipients" by the Internal 
Revenue Service in I. T. 8447, C. B. 1941 — 1, 191, 199. Accordingly, no 
basis is known for attributing to Congress a belief that payments under 
the social security system of the Federal Republic of 6ermany or any 

( other foreign social security system were not subject to the Federal 
income tax. Compare Revenue Ruling 69 — 179, C. B. 1969 — 9, 20. 

The Service has given consideration to the provisions of the Con- 
~ention between the United 8tates of Amer%'a and the Federa/ Repub- 
lic of Gerrnanit, July 92, 19;"&4, 5 ITST 2768, C. B. 1955 — 1, 6:35. The 
Convention relates to double taxation and Article XI provides, in part, 
as follows: 

(b) VVages, salaries and similar compensation and peusions paid by the Fed- 
eral Republic, Laender or municipalities, or by a public pension fuud, to an indi- 
vidual (other than a citisen of the United States and other thau an individual 



v'ho has been admitted to the United States for permanent residence therein) 
shall be exempt from tax. by the United States. 

(c) For the purpose of this paragraph the term "pensions" shall be deemed 
to include annuities paid to a retired civilian government employee. 

(3) The term "pensions", as used in this Article, means periodic pavments 
made in consideration for services rendered or by wav of compensation for 
injuries received. 

Since the payments in question in the instant. case are to be made by 
the Federal Republic of Germany or from a public pension fund there- 
of, to an individual specifically excluded from the benefits of Article 
XI, they are not excludable from gross income of the taxpayer by 
reason of the treaty provision quoted. 

Furthermore, section 2 of Article IV of the Treaty of Friendship, 
Comnnerce, and navigation with the Federal Republic of Germany, 
October 29, 1954, 7 UST 1889, has no pertinence to the instant case 
although it provides that nationals of either country are to be accorded 
national treatment in the application of laws and regulations within 
the other country which establish compensation or other benefits on 
account of disease or injury from the course or nature of employment 
or with regard to social security laws or regulations relating to sick- 
ness, disability, maternity, old age, death of breadwinner, or unem- 
ployment, since the treaty deals with the availability of such payments 
rather than their taxability. 

In view of these circumstances and in the light of the opinion of the 
Supreme Court of the United States in Comnn&8ionet v. Glensha~ 
Glass Company, 848 U. S. 496 (1954), Ct. D. 1788, C. B. 1955 — 1, 207, 
which recognized "a clear legislative attempt to brin~g the taxing power 
to bear upon all recipients constitutionally taxable" on the part of Con- 
gress, the payments received under the social security system of the 
Federal Republic of Germany by individuals who are citizens of the 
United States or have been admitted to the United States for perma- 
nent residence are includible in their gross income for Federal income 
tax purposes, unless excluded by law. Such taxpayers are entitled to 

v' recover their cost, if any, in the payments under the rules of section 
79 of the Code. They may also be eligible for the retirement income 
credit provided by section 87 of the Code. 

Revenue Ruling 56 — 185, C. B. 1956 — 1, 56, held that, the Panamanian 
social security benefit paynients received by United States citizens were 
excludablc from their gross income because the benefits were basically 
similar to the excludable sundry insurance benefit payments made to 
individuals under the U. S. social security system. 

It is now the position of the Service that any similarity between the 
benefits provided by the social security system of the United States 
and those provided by the social security system of a foreign nation is 
not a valid basis for excluding from the gross income of the recipient, 
under the Federal income tax laws, the benefits paid by a foreign 
nation. 

Pursuant to the authority of section 7805(b) of the Code, and effec- 
tive with respect to Panamanian social security benefit payments re- 
ceived in taxable years commencing after December 81, 1965, Revenue 
Ruling 56 — 185, C. B. 1956 — 1, 56, is hereby revoked. 
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Treatment of "interest" portion of amounts repaid into the Uniieil 
States Civil Service Retirement and Disability Fund by reinstated 
employees. See Rev. Rul. 66 — 168, below. 

90 CFR 1. 61 — M: Income from discharge of 
indebtedness. 

Effect of amortizable premiums and discounts on outstanding bonds 
on earnings and profits of a corporation. See Rev. Rul. 66 — 35, page 03. 

PART II. — ITEMS SPECIFICALLY INCLUBED IN GROSS INCOME 

SECTION 72. — ANNUITIES; CERTAIN PROCEEDS OF EN- 

DOWMENTT 

AND LIFE INSURA. NCE CONTRACTS 
26 CFR 1. 72 — 1: Introduction. Rev. Rul. 66 — 168 
(Also Sections 01y 163j 101 11) 1103 1) 

Federal Civil Service employees who resign sometimes withdraw 
amounts they have deposited in the United States Civil Service Re- 
tirement, and Disability Fund (hereinafter referred to as the Fund). 
Should such an employee later re-enter Civil Service employment, he 
may elect to repay to the Fund the amount previously withdrawn. If 
lie exercises this election, he is required, in addition, to pay a sum 
designated as "interest" on the redeposited amounts. 

I. T. 3545, C. B. 1942 — 1, 49, holds that payments of the so-called 
"interest" described above are not, deductible under section 93(b) of 
the Internal Revenue Code of 1939, predecessor of section 163 of the 
Internal Revenue Code of 1954, since tliey are not compensation for the 
use of borrowed money or for the forbearance of money legally due. 

However, repaid deposits, and amounts paid as "interest", become 
a part of the employee's total retirement account. The total of these 
amounts combined with the employee's other deposits represent the 
consideration for his annuity. As part of the consideration for the 
annuity, the "interest" in question is excluded from tlie gross income 
of the annuitant in the manner and to the extent provided by section 
72(b) or section 7o(d) of the Code, whichever may be applicable. 

Includibility in gross income of the social security benefit payments 
received under the social security system of the Federal Republic of 
Germany by individuals who are citizens of the United States or have 
been admitted to the United States for permanent residence. See Rev. 
Rul. 60 — 34, page 99. 

Rev. Rul. 66 — 138 96 CFR 1. 72 — 16: Life insurance contracts 
purchased. under qualified employee plans. 

Employee participants in a qualified employees' trust are not 
currently taxable on the amount of premiums paid for a group 
assurance indemnity policy purchased by the trustee to indemnify 
the trust against excessive payouts due to the deaths of participants. 



The question has been raised as to whether premiums paid for a 
group assurance indemnity policy, under a qualified employees' re- 
tirement trust to indemnify the trust against excessive payouts due 
to deaths of participants, are taxable currently to the employees par- 
ticipating in the trust. 

A corporation established a self-insured trusteed pension plan on 
behalf of its employees. Under the provisions of the plan the bene- 

fiiciary of an employee with at least 5 years of service who dies while 
in the service is entitled to a death benefit equal to 100 times the 
monthly normal retirement benefit the deceased employee expected 
to receive at the normal retirement age. The death benefit is com- 
puted inaccordance with a formula provided in the plan for this 
purpose. 

A favorable determination was made by the District Director with 
respect to the qualification of the trust under section 401(a) of the 
Internal Revenue Code of 1%4 and as to its exemption under section 
501(a) of the Code. 

Although the funds in the trust were calculated to be adequate to 
meet the death benefits under the plan, the trustee as a protective 
measure during the early years of the trust, purchased a group life 
insurance policy on the lives of the participants. Under the terms 
of the policy, if the trustees, during any policy year, are required to 
pay death benefits under the plan in excess of the amount, of the trust 
assets at the commencement of that policy year the insurer will pay 
the amount, of such excess to the trustees. No amount is payable on 
account, of the death of an insured person under the policy unless and 
until aggregate death benefits under the plan in any policy year 
exceed the trust assets at the beginning of such policy year. Any 
amount payable under the policy is to be paid into the trust with no 
obligation on the part of the trustees to pay such amounts over to 
a specific or identifiable beneficiary or to any beneficiary. 

Section 72(m) of the Code provides, in part. , that where a life in- 
surance contract is purchased by a. trust described in section 401(a) 
which is exempt from tax under section 501(a), if the proceeds of 
such contract are payable directly or indirectly to a participant in 
such trust or to a beneficiary of such participant, the amount of any 
contribution to the trust, which is allowed. as a deduction under sec- 
tion 404 of the Code, and any income of the trust v hich has been de- 
termined to have been applied to purchase the li fe insurance protection, 
is includible in the gross income of the participant for the taxable 
year when so applied. 

Section 1. 79 — 16 (a) and (b) of the Income Tax Regulations pro- 
vides, in substance, that if a trust described in section 401(a) and 
exempt under section 501(a) of the Code purchases under the plan 
a contract providing life insurance protection payable upon the death 
of the employee participants and either the proceeds of the life in- 
surance are payable to a beneficiary of the employee participant other 
than the trust, or if the proceeds are payable to the trust and the terms 
of the plan require the trustee to pay over all the proceeds to a bene- 
ficiary of the employee, then the portion of the premiums paid for life 
insurance protection provided under such contracts by employer con- 
tributions, or from trust earnings, will constitute currently taxable 
income to the participants in the year so paid to the extent provided 
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therein. However, as provided for under section 1. 72 — 16 (b) (6) of 
the regulations, the foregoing does not, apply if the trust has a right 
under any circumstances to retain any part, of the proceeds of the life 
insurance contract. 

The insurance protection here considered, although based on the 
lives of the participants in the plan, does not, ORel life insurance pro- 
tection, as such, for each member, individually. This is so because 
the proceeds under the policy are payable only when certain conditions 
are met, namely, when death benefits paid or payable under the trust 
exceed the trust funds at the beginning of the policy year. There may 
be individual cases of death wltere there would be no proceeds payable 
under the policy. 

Furtlicr, under the contract of assurance the owner of the policy is 
the trust. Any and all proceeds payable at any time under the policy 
are payable only to and receivable by the trust. Neither title to nor 
interest in any such contract or policy of assurance can vest in any 
beneficiary or member under the plan or trust. Since all proceeds are 
commingled with other assets of the trust no beneficiary can be 
considered as having received any portion of the proceeds under the 
assurance policy. 

In view of all of the foregoing, the premiums paid for the group 
assurance indemnity policy do not, constitute taxable income to the 
employee participants in the plan and trust. 

Bases upon ~vhich one-year term permiums may be computed for use 
in determining the amount required to be included in the income of 
an employee on account of current life insurance protection provided 
under qualified employee plans. See Rev. Rul. 66 — 110, page 12. 

PART III. — ITEMS SPECIFICALLY EXCLUDED FROM GROSS INCOME 

SECTION 107. — RENTAL VALUE OF PARSONAGES 
26 CFR 1. 107 — 1: Rental value of parsonages. Rev. Rul. 66 — 90 

Individuals holding executive positions in a religious denomination 
which has no formal ordination, commissioning, or licensing pro- 
cedure, do not qualify as ministers of the gospel for purposes of 
section 107 of the Internal Revenue Code of 1954 even though they 
are employed to carry out functions normally perfornted by ministers 
of the gospel in other denominations. However, those individuals 
who have been recorded and invested with authority as ministers 
by their employing meeting do qualify for this exclusion. 

Advice has been requested whether certain individuals holding 
executive positions in the religious denomination described below 
qualify as ministers of the gospel for purposes of section 107 of the 
Internal Revenue Code of 1954. 

The religious denomination under consideration is organized on a 
congregational basis with authority for the most part residing in the 
loca] unit designated as the monthly meeting. " Several of these 
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units are linked together to form a "quarterly meeting, " and the 
quarterly meetings in a region are organized into "yearly meetings. " 
This denomination lias no rituals, rubrics or programed religious 
service, its central act of worship consisting chiefiy in communal 
prayer and meditation with any member being tree to speak to those 
assembled if he is moved to do so. The customary role of the minister, 
therefore, does not, exist insofar as the worship service is concerned. 
Some of the larger monthly meet, ings, however, do employ a full time 
"secretary" who is an executive performing functions similar to those 
performed by the minister in other denominations. For example, he 
assists in the operation of the Sunday School, visits the sick, advises 
the meeting's various committees, represents the meeting on the local 
council of churches, prepares a newsletter for the members of the 
meeting and speaks at interchurch gatherings explaining the beliefs 
of his particular denomination. The employment of the secretary is 
approved at a business session of the meeting and is recorded in its 
minutes. There is no ordination or other formal ceremony in con- 
nection with his employment and the secretary's tenure of once is on 
a year-to-year basis terminable at the will of either party. 

At the level of the yearly meeting, there are ofFices providing a 
variety of services to the local monthly meetings. These aces pubhsh 
educational materials, coordinate the operations of church schools and 
promote a variety of programs in the advancement of world peace, 
social service, and race relations. Administrators are employed at this 
level to perform functions similar to those carried out by administra- 
tors of other religious organizations and their integral agencies. 

The denomination historically does not employ ordained ministers 
to perform these duties. However, certain local meetings do employ 
professional ministers for this purpose. These individuals, who have 
fulfilled all scholastic prerequisites for becoming professional min- 
isters, are not, o%cially ordained by any superior but are recorded as 
ministers in the minutes of the competent meeting. This recording is 
regarded by the denomination as being the equivalent of the ordina- 
tion of a minister by other denominations and confers upon the indi- 
viduals so recorded the right to exercise ministerial duties, such as 
performing marriages, if required to do so. 

Section 107 of the Code provides that, , in the case of a minister 
of the gospel, gross income does not include the rental value of a home 
furnished to him as part of his compensation, or the rental allowance 
paid to him as part of his compensation to the extent used by him to 
rent or provide a home. 

Section 1. 107 — 1(a) of the Income Tax Regulations provides, in part, 
that in order to qualify for the exclusion, the home or renta, l allowance 
must be provided as remuneration for siervices which are ordinarily 
the duties of a minister of the gospel and that, in general, the rules 
provided in section 1. 1402(c) — 5 of the regulations will be applicable 
to such determination. 

Section 1. 1409 (c) — 5 (b) (2) (i) of the regulations states that whether 
services performed by a minister constitute the conduct of religious 
worship or the ministration of sacerdotal functions depends on the 
tenets and practices of the particular religious body constituting his 
church or church denomination. 

The term "minister of the gospel" as used in section 107 of the Code 
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means an individual who is duly ordained, commissioned, or licensed 
to the pastoral ministry by action of a religious body constituting a 
church or church denomination and invested with the authority to 
conduct religious worship, to perform sacerdotal functions, and to 
administer ordinances or sacraments in accordance with the prescribed 
tenets and practices of such church or church denomination. In cases 
where a church or church denomination ordains some ministers of the 
gospel and licenses or commissions other ministers, in every respect 
the licensing or commissioning of. an individual as a minister 
of the gospel must esta, blish a status that is equivalent of ordination 
and is so recognized by the church. That is, the individual, upon 
being licensed or commissioned, must, be invested. with the staten and 
authority of an ordained minister, fully qualified to exercise all of the 
ecclesiastical duties of such a minister in his denomination. See Rev. 
Rul. 65 — 1'~4, C. B. 1965 — 1, 60. See also Revenue Ruling 59 — 270, C. B. 
1959 — o, 44, &which holds that neither a "minister of musie" nor a "min- 
is[er of education" is entitled to the exclusion provided in section 107 
of the Code. In each case, neither was an ordained minister of the 
gospel, although both performed services relating to the office and 
function of a minister of the gospel. 

That holding may be contrasted with the position taken in Revenue 
Ruling )8 — o21, C. B. 1958 — 1, 58, where an exclusion under section 107 
of the Code was permitted to an individual who was employed at a 
Jewish Community Center and Temple and ~hose duties constituted 
the conduct of religious worship or the ministration of sacerdotal 
functions according to the tenets and practices of the Jewish faith. 
The individual concerned, however, had been ordained by a theological 
seminary. 

IIany of the individuals holding executive positions in this denomi- 
nation have been recorded as secretaries by the various meetings of 
that denomination for the period of their employment only, to serve 
primarily in a secular capacity. On the other hand, some of the 
individuals have been recorded as ministers by a meeting and invested 
with the authority to exercise ministerial duties. This latter record- 
ing is regarded by the denomination as the equivalent of ordination by 
other Protestant denominations. 

Accordingly, individuals holding executive positions in a religious 
denomination which has no formal ordination, commissioning, or 
licensing procedure, do not qualify as ministers of the gospel for 
purposes of section 107 of the Code even though they are employed to 
carry out functions normally performed by ministers of the gospel 
in other denominations. However, those individuals who have been 
recorded and invested with authority as ministers by their employing 
meeting do qualify for this exclusion. 

SECTION 116. — PARTIAL EXCLUSION OF DIVIDENDS 
RECEIVED BY INDIVIDUALS 

26 CFR 1. 116 — 1: Partial exclusion 
of dividends. 

Dividends received by individuals as beneficiaries of estates and 
trusts. See Rev. Rul. 66 — 70, page 5. 
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SECTION 117. — SCHOLARSHIPS AND FELLOWSHIP 
GRANTS 

Rev. Rul. 66 — 88 26 CFR 1. 117-4: Items not considered as 
scholarships or fellowship grants. 

(Also Section 61; 1. 61 — 2. ) 
Stipends paid to an intern performing services for a social serv- 

ice agency, out of funds received by the agency from a foundation 
to finance an intern training program, are compensation for services 
rendered even though he is acquiring training and experience in 
the field of social work. Therefore, such stipends are includible 
in the gross income of the recipient under section 61 of the Internal 
Revenue Code of 1954 and not excludable as fellowship grants under 
section 117 of the Code. 

Advice has been requested whether, under the circumstances de- 
scribed below, the stipends received by an intern of a social service 
agency are taxable to the recipient, or whether such amounts are ex- 
cludable from gross income as fellowship grants. 

A social service agency has received a grant from a foundation to 
provide tunds for a training program for an intern in the field of 
community organization and intergroup relations. One purpose of 
the internship program is to provide the agency with additional staff 
members at no aclditional cost to the agency. 

The taxpayer in the instant case was selected to serve a 1-year in- 
ternship. He spends at least one-half of each day in "work experi- 
ence" under the supervision of the regular sta8 of the agency, which 
work experience consists of normal work of the agency. The re- 
inainder of the day is spent in study, conferences, and report writing. 
With the exception of the salary scale, the taxpayer is subject to all the 
provisions of the rules regulating the agency's professional staQ. 

Section 117(a) (1) (B) of the Internal Revenue Code of 1954 ex- 
cludes from gross inconie amounts received as fellowship grants. A 
fellowship grant as defined by section 1. 117 — 8(c) of the Income Tax 
Regulations generally means an amount paid or allowed to, or for the 
beiiefiit of, an individual to aid him in the pursuit of study or research. 
Section 1. 117 — 4(c) of the regulations provides, in part, that amounts 
paid to an individual as compensation for past, present, or future em- 
ployment services are not considered as fellowship grants for the pur- 
pose of section 117 of the Code. 

Section 61(a) of the Code requires inclusion in gross income of all 
amounts received as compensation for services, including fees, com- 
missions, and similar items. 

Under the circumstances described above the intern is primarily 
perforining services for the social service agency even though in the 
process he is acquiring training and experience in the field of com- 
munity organization and intergroup relations. See Rev. Rul. 64 — 212, 
C. B. 1964 — 2, 89, and Rev. Rul. 64 — 218, C. B. 1964 — 2, 40. Therefore, 
stipends received by the taxpayer represent compensaition for services 
rendered to the agency and are not amounts received as fellowship 
grants within the meaning of section 117 of the Code. 

Accordingly, the stipends received by the taxpayer during the 
period of internship are includible in his gross income under section 
61(a) of the Code and are not excludable as fellowship grants under 
section 117 of the Code. 



PART V. — DEBUCTIONS FOR PERSONAE EXEMPTIONS 

SECTION lo1. — ALLOWANCE OI' DEDUCTIONS FOR PER- 
SONAL EXEMPTIONS 

26 CFR 1. 151 — 1: Deductions for personal 
exemptions. 

Dependency exempt;ion for an unrelated person who is temporirily 
absent from her principal place of abode because of illness. See Rev. 
Rul. 66 — 28, below. 

SECTION 1M. — DEl'ENDENT DEFINED 
26 CFR 1. 152 — 1: General definition of a cle- 

pendent. 
(Also Section 151; 1. 151 — 1. ) 

Rev. Rul. 66 — 28 

An elderly woman who, because of illness requiring constant medi- 
cal care, is indefinitely confined to a nursing home is considered to 
be temporarily absent from her principal place of abode during con- 
finenient, for the purpose of determining whether she qualifies as 
the taxpayer's dependent under section 152(a) (0) of the Internal 
Revenue Code of 1954. 

Advice Iias been requested whether an. individual who, because of 
illness requiring constant, inedical care, is indefinitely confined to a 
nursing honie is considered to be temporarily absent from her princi- 
pal place of abode during such confinement, for the purpose of deter- 
mining whether she qualifies as the taxpayer's dependent under section 
152(a) (9) of the Internal Revenue Code of 1954. 

The individual concerned is an elderly woman, unrelated to the tax- 
payer, who had received her chief support, from the taxpayer and had 
been a member of the taxpayer's household before becoming so ill that 
she required constant, meclical care and had to be placed in a nursing 
home. The woman was continuously confined to the nursing home 
for severaI vears including the entire tax year under consideration and 
the nature of her illness ivas such that it, appeared she might never 
return. The taxpayer paid all her expenses in the nursing home be- 
cause she had no relatives or other source of support. 

To qualify as a dependent under section 1M(a) (9) of the Code, 
an individual must:, for the taxable year of the taxpayer have as his 
or her principal place of abode the home of the taxpayer and be a 
member of t. he taxpayer's household. 

According to section 1. 152 — 1(b) of the Income Tax Regulations, 
subject to an exception which is not here pertinent, section 152(a) (9) 
of the Code applies to any individual who lives with the taxpayer and 
is a member of the taxpayer's hoiisehold during the entire taxable year 
of the taxpayer. It is not necessary under section 152(a) (9) of the 
Code that the Ilependent be related to the taxpayer. It is necessary, 
hoivever, that the taxpayer both maintain and occupy the household. 
Tile taxpayer and dependent will be considered as occupying the house- 
hold for such entire tax:ible year notwithstanding temporal@ absences 
froiii tile household due to special circumstances. Section 1. 152 — 1(b) 
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of thc re~milations further provides that a nonpermanent failure to 
occupy the common abode by reason of illness, education, business, 
vacation, milit;iry service, or a custody agreement under which the 
dependent, is absent for less than 6 months in the taxable year of the 
taxpayer, shall be considered temporai'q absence due to special 
circumstances. 

An identical provision with respect, to temporary absence due to 
special circumstances is contained in section 1. 1 — 2(c) (1) of the regu- 
lations under the 1954 Cnde, relating to rates of tax on heads of house- 
holds. Section 89. 12-4(c) of Regulations 118 under the Internal 
Revenue Code of 1989, which also contains this same temporary absence 
provision, has been interpreted by the court in the case of Walter J. 
Nein v. Commi'8EI'oner, 28 T. C. 826 (1957) A. cquiescence, C. B. 1958 — 2, 6, 
to mean that the depeiident's stay in a nursing home was a temporary 
absence due to special circumstances even though it appeared that. 
the elderly lady would be unlikely to return to the taxpayer's 
household. 

In view of the decision in the Rein case, a period of time during 
which a dependent is confined to a nursing home because of illness will 
likewise be considered a temporary absence due to special circum- 
stances for the purpose of section 152(a) (9) of the Code, even though 
such absence is for an extended period of time. There must, of course. 
be an absence of an intent. on the part of the taxpayer and tlie depend- 
ent. to chanoe the dependent's principal place of abode. The possi- 
bility or probability that death might intervene before the dependent 
returns to the taxpayer's household is not sulficient to make such 
absence permanent. 

Accordingly, an elderly woman, who is indefinitely confined to a 
nursing home because of illness requiring constant medical care, is, 
during such confinement, considered to be temporarily absent from 
her principal place of abode, for the purpose of determining whether 
she qualifies as a dependent under section 152(a) (9) of the Code. 

PART VI. — ITEMIZED DEDUCTIONS FOR INDIVIDUALS AND CORPORATIONS 

SECTION 162. — TRADE OR BUSINESS EXPENSES 
26 CFR 1. 162 — 1; Business expenses. Ct. . D. 1907 

INCOME TAX — INTERNAL REVENUE CODE OF 1954 — DECISION OF SUPREME 
COURT OF THE UNITED STATES 

1. LEGAL EXPENSEs — CRIMINAL PRCSEcUTICN — PUBLIc PCLIcx. 
Legal expenses incurred by a taxpayer in the unsuccessful defense 

of a business-related criminal prosecutiou for violations of the 
Securities Act of 1933 and the mail fraud statute are deductible as 
ordinaIT and necessary business expenses under section 162(a) of 
the Internal Revenue Code of 1954. 
2. JUDGMENT AFFIRMED. 

Judgment of the United States Court of Appeals for the Second 
Circuit, 342 Fed. (2d) 690, aflirmed. 
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SUPREME CQURT oF THE UNITEn SrATEs 

No. 351 — OOTORER TERM, 190o 

Con&»&isstone& of I»ternal Revenue, petitioner v. II alter F. Tellie&' ct ua. 

[383 U. S. 687] 
On writ of certiorari to the United States Court of Appeals for the Second Circuit. 

[March 24, 1900] 

OPINION 

MR. JUsTIGE STEwART delivered the opinion of the Court. 
The question presented in this case is wlietber expenses incurred by a taxpayer 

in the unsuccessful defense of a criminal prosecution may qualify for deduction 
from taxable incoine under section 102(a) of the Internal Revenue Code of 
1954, which allows a deduction of "all the ordinary and necessary expenses paid 
or incurred during the taxable year in carrying on any trade or business " a 

The respondent, Walter F. Tellier, was engaged in tbe business of underivriting 
the public sale of stock offerings and purchasing securities for resale to cus- 
tomers. In 19O0 be was brought to trial upon a 30-count indictment (hat charged 
him with violating the fraud section of the Securities Act of 1933 ' and the mail 
fraud statute, ' and ivith conspiring to violate those statutes. ' He ivas found 
guiliy on all counts and was sentenced to pay an $18, 000 fine and to serve four 
and a half years in prison. The judgment of conviction was aiiirmed on appeal. " 
In bis unsuccessful defense of this criminal prosecution, tbc respondent incurred 
and paid $22, 904. 20 in legal expenses in 1950. He claimed a deduction for that 
aniount on his federal income tax return for that year. The Commissioner dis- 
allowed the deduction and was sustained by the Tax Court. T. C. Memo. 1903— 
"12, 22 CCH Tax Ct. 51emo. 1002. Thc Court of A. ppeals for the Second Circuit 
reversed in a unanimous & n banc dmision, 342 I& 2d 690, and we granted cer- 
tiorari. 382 I . S. 808. We affirm the judgment of the Court of Appeals. 

There can be no serious question that the payments deducted by the respondent 
were expenses of his securities business under the decisions of this Court, and 
the Commissioner does not contend otherwise. In Unite&i 8tates v. Gi tmore, 372 
U. S. 39 [Ct. D. 1878, C. B. 1903 — 1, 300], we held that "the origin and character of 
the cia. im with respect to which an expense v as incurred, rather than its potential 
consequences upon the fortunes of the taxpayer, is the controlling basic test of 
v. hether the expense was 'business' or 'personal' " ivithin the »&eaning of section 
102 ( a ) . 372 U. S. , at 49. Cf. Eornhaaser v. United States, 270 U. S. 14 &, 153 
[T. D. 4222, C. B. VII — 2, 207]; Deputy v. dr&Pont, 308 U. S. 488, 491, 490 [Ct. D. 
143'~, C, B, 1940 — 1, 118]. The criminal charges against the respondent found their 
source in his business activities as a securities dealer. Tbe respondent's legal 
fees, paid in defense against those charges, therefore clearly qualify under 
Oidmore as "expenses paid or incurred " * ""- in carrying on any trade or business" 
within the meaning of section 162 (R ) . 

The Commissioner also concedes that tbe respondent's legal expenses &vere 
"ordinary" and "necessary" expenses u ithin the meaning of section 162 (a ) . 
Our decisions have consistently construed the term "necessary" as imposing only 
the minimal requirement that the expense be "appropriate and helpful" for "the 
development of the [taxpayer's] business. " 1gelcil v. Helvering, 290 U. S. 111, 
113 [Ct. D. 75o, C. B. XII — 2, 112]. Cf, Rom I& aux&'& v. U»i t«i, Shtatcs, supruh at 
1, &2; Li lily v. Corn»&issi oner, 343 U. S. 90, 93 — 94 [ Ct. D. 1741, C. B. 19. &2 — 1, 10 ]; 
Co»&»&issioner v. Heintnger, 320 U. S. 467, 471 [Ct. D. 1596, C. B. 1944, 484]; Ifc- 
Uuiic»gll v. llaryland, 4 Wheat. 310, 413 — 410. The principal function of the 
term "ordinary" in section 102 (a) is to clarify the distinction, often diflicult, 
between those expenses that are currently deductible and those that are in the 
nature of capital expenditures, which, if deductible at all, must be amortized over 

d d t. — dh h tth tt d dd tt ttth d' t d ! 
paid or incurred durin the taxable year in carrying on auy trade or busi- 

26 U. S. C. I 162. 
s~ 48 Stat, 84, as amended, 15 U. S. C. I 77&& (a). 
s 18 U. S. C. & 

1841, 
d 18 U. S. C. I 871. 
s ll&& j jc&j States v. 7'ellier, 255 F. 2d 441 (C. A. 2d Cir. ). 



the useful life of the asset. Welch v. Hclvering, supra, at 118 — 110. ' The legal 
expenses deducted by the respondent were not capital expenditures. They were 
incurred in his defense against &harges of past criminal conduct, not in the 
acquisition of a capital asset. (htr decisions establish that counsel fees com- 
parable to those here involved are ordinary business expenses, even though a 
"lawsuit affecting the safety of a, business may happen once in a lifetime. " 
Wclcli v. Eclveriny, supra, at 114. Xornhauser v. United States, supra, at 152— 
153; cf. Trust of Hingham v. ()ot»»missioner, 325 U. S. 365, 376 [Ct. D. 1643, G. B. 
1945, 103]. ' 

It is therefore clear that the respondent's legal fees were deductible under 
section 162(a) if the provisions of that section are to be given their normal eRect 
in this case. The Commissioner and the Tax Court determined, however, that 
even though the expenditures meet the literal requirements of section 162(a), 
their deduction must nevertheless be disallowed on the ground of public policy. 
That view iinds considerable support in other administrative and judicial deci- 
sions. ' It finds no support, however, in any regulation or statute or in any 
de«i»ion of this Court, aud we believe no such "public policy" exception to the 
plain provisions of section 162(a) is warranted in the circumstances presented 
by this case. 

We start with the proposition that the 1'ederal income tax is a tax on net 
incoute, not a sanction against wrongdoing. That principle has been firmly 
imbedded in the tax statute from the beginning. One familiar facet of the 
principle is the truism that the statute does not concern itself with the lawfulness 
of the income that it taxes. Income from a criminal enterprise is taxed at a 
rate no higher and no lower than income from more conventional sources. 
"[T]he fact that a business is unlawful [does not] exempt it from paying the 
taxes that if lawful it would have to pay. " United States v. Sullivan, 274 U. S. 
259, 263 [T. D. 4028, C. B, VI — 2, 177]. See Jantes v. United States, 366 U. S. 213 
[Ct. D. 1863, C. B. 1901-2, 9]. 

With resp&ect to deductions, the basic rule, with only a few limited and well- 
defined exceptions, is the same. During the Senate debate in 1918 on the bill 
that became the first modern income tax law, amendments were rejected that 
would have limited deductious for losses to those incurred in a "legitimate" or 
"lawful" trade or business. Senator Williams, who was in charge of the bill, 
stated on the fioor of the Senate that 

"[T]he object of this bill is to tax a man's net income; that is to say, 
what he has at the end of the year after deducting from his receipts his 
expenditures or losses. It is not to reform men's moral characters; that 
is not the object of the hill at all. The tax is not levied for the purpose of 
restraining people from betting on horse races or upon 'futures, ' but the tax 
is framed for the purpose of tna)ting a nian pay upon his net income, his 
actual profit during tlie year. The law does not care where he got it from, 
so far as the tax is concerned, although the law may very properly «are in 
another way. " 50 Cong. Itec. 3849. ' 

The application of this principle is refiected in several decisions of this Court. 
As recently as Cor»»lissioitcr v. Sullivan, 356 U. S. 27 [Ct. D. 1821, C. B. 1958- 
1, 500], we sustained the allowance of a deduction for rent and wages paid bv 
the operators of a gambling enterprise, even though both the business itself and 
the specific rent and wage payments there in question xvere illegal under state 

s See Griswold, An Argumeut Against the Doctrine that Deductions Should Be Narrowly 
Construed as a Matter of Legislative Grace. 56 Harv. L. Rev. 1142, 1145; Wolfmun, Pro- 
fessors and the "Ordinary and Necessary" Business Expense, 112 U. Pa. L. Rev. 1089, 1111-1112. ' See Brookes, Litigation Expenses aud the Income Tax, 12 Tax L. Rev. 241. ' Sce Sarah Backer, 1 B. T. A. 214; Norvin B. Lindheim, 2 B. T. A. 229; Thomas A. . Joseph, 26 T. C. 562; Burroughs Bldg. Jfaterial Vo. v. Commissioner, 47 F. 2d 178 (C. A. 2d Cir. ); Commissioner v. Bchicartz, 232 F. 2d 94 (C. A. 5th Cir. ); Acker v. Commissioner, 258 F. 2d 
568 (C. A, 6th Cir. ); Bell v. Comniissioner, 320 F. 2d 953 (C. A. 8th Cir, ); Peckham v. 
Commissioner, 327 I~'. 2d 855, 856 (C. A. 4th Cir. ); Port v. United States, 163 F. Supp. 645 (Ct. Cl. ). See also Note, Business Expenses, Disallowance, and Public Policy: Some I'rob)erne of Sanctioning with the Internal Revenue Code, 72 Yale L. J. 108; 4 Mertens, Law of Federal Income Taxation, sec. 25. 49 if. Compare Longhorn portland Cement Co. , 3 T. C. 310; G. C. M. 24377, 1944 C. B. 93; Lnmont, Controversial Aspects of Ordinary and 
Necessary Business Expense, 42 Taxes 808, 833 — 834. ' In challenging the amendments, Senator Williams also stated: "In other words, you are going to count the man as having money which he has not got, because he has lost it in a way that you do not approve of. " 50 Cong. Rec 3850 
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law. In rejecting the Commissioner's contention that the illegality of the eiiter- 
prise required disallowance of the deduction, we held that, were we to "enforce 
a««dural policy the rule espoused by the Commissioner in this case, we would 
come close to making this type of business taxable on the basis of its gross 
receipts, while all other business would be taxable on the basis of net income. 
If that choice is to be made, Congress should do it. " Id. , at 29. In Lilbl& v. 
Uo»&»&(ssio»c&, 343 U, S. 90, the Court upheld deductions claimed by opticians «r amounts paid to doctors who prescribed the eyeglasses that the opticians 
sold, although the Court was careful to disavow "approval of the business 
ethics or public policy involved in the payments s "" *, " 343 U. S. , at 97. And 
in Co»&»»ssioncr v. Hciniv&ger, 320 U. S. 467, a case akin to the one before us, the 
Court upheld deductions claimed by a dentist for lawyer's fees and other ex- 
penses incurred in unsuccesfully defending against an administrative fraud order 
issued by the Postmaster General. 

Deduction of expens«s falling within 'the general il«fiiiiition of section 162(a) 
may, to be sure, be disallowed by specific legislation, since deductions "are a 
mat&ter of grace and Congress can, of course, disallow them as it chooses. " Uo»&- 
»&issionc& v. 8 t&I(i van, 356 U. S. , at 28. " The Court has also given effect to a precise 
and longstaiiding Treasury Regulation prohibiting the deduction of a specified 
category of expenditures; an example is lobbying expenses, whose nondeducti- 
bility was supported by considerations not here present. Textile k/ills Corp. v. 
Cov»»&issioner, 314 U. S. 826 [Ct. D. 1532, C. B. 1941 — 2, 200]; Cammara&to v. 
Unit«I Stutes, 358 U. S. 498 [Ct, D. 1835, C. B. 19, &q — 1, 666]. But where Congress 
has been wholly silent, it is only in extremely limited circumstances that the 
Court has countenanced exceptions to the general principle refiected in the 
Sullin&&», Lilly and Hei»(&iifer decisions. Only where the allowance of a deduc- 
tion xvould "frustrate sharply defined national or state policies proscribing par- 
ticular forms of conduct" have we upheld its disallowance. Com»&issiot&er v. 
Hein(»yc&, 320 U. S. , at 473. Further, the "policies frustrated must be national 
or state policies evidenced by some got&c&. nrne&ttaI declaration of them. " Lilly v. 
Commis»in»c&. , 348 U. S. , at 97. (I& mphasis added. ) Fin&illy, the "test of non- 
deductibility always is the severity and imniediacy of the frustration resulting 
from allo~ance of the deduction. " Tnt&k Truck Ifn&tdls v. Commissioner, 356 
U. S. 30, 85 [Ct. D. 1819, C. B. 1958 — 1, 502]. In that case, as in Hoover Eaf&ress 
Co. v. Ur&ited States, 356 U. S. 88 [Ct. D. 1820, C. B. 1958 — 1, 505], we upheld the 
disallowance of deductions claiined by taxpayers for fines and penalties im- 
posed upon them for violating state penal statutes; to allow a deduction in those 
circa»&stances wmild have directly and substantia)ly diluted the actual punish- 
nlent i&i&pose«i. 

The present case falls far outside that sharply limited and carefully defined 
category. No public policy is offended when a man faced with serious criminal 
charges employs a lawyer to help in his defense. That is not "proscribed con- 
duct. " It is his constitutional right. Chandler v. Eretag, 848 U. S. 8. See Gideon 
v. Wain(i&rip)&t, 372 U, S. 335. In an adversary system of criminal justice, it is 
a basic of our public policy that a defendant in a criminal case have counsel to 
represent him. 

Congress has authorized the imposition of severe punishinent upon those found 
guilty of the serious crimin;il offenses with which the respondent was charged 
and of which he was convicted. But we can find no warrant for attaching to 
that punishment an additional financial burden that Congress has neither 

is Specific legislation denying deductions for payments that violate public policy is not 
unlinown. Z. p. , Internal Revenue Code of 1954, sec. 162(c) (disallowance of deduction 
for payments to otficials and employees of foreign countries in circumstances where the 
payments wool&i be illegal if federal laws were applicable; cf. Treas. Reg. scc. 1. 162 — 18); 

165(il) (deduction for wagering losses limited to extent of wagering gains). See also 
Stabilization Act of 1942, I 5(a), 56 Stat. 767, 50 U. S. C. A. Appendix sec. 965(a), Defense 
Production Act oi' 1950, sec. 405(a), as amended, e. 275, sec. 104 (i), 65 Stat. 136 (1951), 
50 U. S, C. A, Appendix sec. 2105(a), and Defense Production Act of 1950, sec. 405(b), 64 

807, 50 U. S. C. A. Appendix sec. 2105(b) (general authority in President to prescribe 
axle&it to which pavments violating price and wage regulations should be disregarded by 
government agencies, including the Internal Revenue Service; see Rev. Rul. 56 — 180, 1956 — 1 
C II 94), Cf, Tress. Reg. sec. 1. 162 — 1(a), which provides that "Penalty payments with 
respect to Federal taxes. whether on account of negligence, delin&tuency, or fraud, are 
not deductible from gross income"; Joint Committee on Internal Revenue Taxation, Sta(f 
St„dy of Income Tax Treatment of Treble Damage Payments under the Antitrust Laws, 
Nov I 1965, P. 16 (ProPosal that sec. 162 be amended to deny deductions for certain fines, 
pena(ties, treble damage payments, bribes, and kickbacks). 

225 — 638' — 6~ 
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expressly nor implicitly directed. n To deny a deduction for expenses incurred 
in the unsuccessful defense of a erimin'il prosecution would impose such a 
burden in a measure dependent not on the seriousness of the offense or the actual 
sentence unposed by the court, but on the cost of the defense and the defendant's 
particular tax bracket. We decline to distort the income tax laws to serve a 
purpose for which they were neither intended nor designed by Congress. 

The judgment is 
At(rmed. 

Ordinary and necessary expenses incurred for silvicultural prac- 
tices in the cultivation, as a trade or business, of Christmas trees for 
sale when more than 6 years old. See Rev. Rul. 66 — 18, page 59. 

Deduction of a guaranteed payment as defined in section 707(c) 
of the Code as a business expense. See Rev. Rul. 66 — 95, page 169. 

26 CFR 1. 162 — 12: Expenses of farmers. 
Deductibility of cost of upland cotton acreage allotment. See Rev. 

Rul. 66 — 58, page 186. 

26 CFR 1. 162-18: Depositors' guaranty 
fund. 

(Also Sections 451, 461; 1. 451 — 2, 1. 461 — 2. ) 

Rev. Rul. 66 — 49 

The additional premium prepayments which an insured savings 
and loan institution is required to pay to the Federal Savings and 
Loan Insurance Corporation under the provisions of section 404 of 
the National Housing Act, as amended, are not deduct, ible when paid 
and may be deducted only when any possibility of their return is 
precluded. With respect to an accrual basis institution, earnings 
on such premiums are not includible in the gross income of that 
institution until such time as the earnings are no longer available 
for losses of the FSLIC. With respect to a cash basis institution, 
earnings on such premiums are includible in the gross income of the 
institution credited therewith only when such earnings are used to 
pav its obligations or become available to (hat institution without 
substantial restriction or limitation. 

Advice has been requested concerning (1) the deductibility, for 
Federal income tax purposes, of the additional insurance premiums 
paid by savings and loan institutions under section 404 of the National 
Housing Act, as amended by Public Law 87 — 210 (75 Sta(. 482), 12 
U. S. C. 1727, and (2) the time earnings on such premiums are includ- 
ible in the gross incomes of such institutions. 

Under section 404 of tile National IIousing Act, as amended, all 
institutions insured with the Federal Savings and Loan Insurance 
Corporation (FSLIC) are required to pay regular premium charges 

n Cf. Paul, The Use of Public Policy by the Commissioner in Disallowing Deductions, 
Proc. Tax Inst. Univ. S. Calif. School of Law 715, 730 — 731: "* s s Section 23(a) (1) (A) 
[the predecessor of sec. 162(a) ] is not sn essay in morality designed to encourage virtue 
and discourage sin. It 'was not contrived as an arm of the law to enforce State criminal 
statutes. * v *' Nor was it contrived to implement the various regulatory statntes which 
Congress has from time to time enacted. The provision is more modestly concerned with 
'commercial net income' — a businessman's net accretion in wealth during the taxable year 
after due allowance for the operating costs of the business, * " s There is no evidence 
in the Section of an attempt to punish taxpayers * * s when the Commissioner feels 
that a state or federal statute has been flouted. The statute hardly operates 'in a vacuum, ' 
if it serves its own vital function and leaves other problems to other statutes. " 



«r such insurance (12 U. S. C. 1727(b) ). They are also required to 
pay certain additional annual premiums, referred to as premium 
prepayments ( 12 U. S. C. 1727 (d) ) which may be suspended under 
certain circumstances (12 U. S. C. 1727 (g) ) . These additional pre- 
miums, which are treated as assets of each institution by the Federal 
Home Loan Bank Board and the FSLIC, are recorrled in a separate, 
or "secondary", reserve account and are available for the losses of the 
FSLIC only to the extent that the regular, or "primary", reserve is 
insulficient. Each institution's balance in the secondary ~reserve ac- 
count is credited each year with a return, reprc. c»ting investment 
eanlings on the prepayment s, at, a rate which is equal to the average 
annual rate of return on the FSLIC's investments ( 12 U. S. C. 1727 (e) ) . 

AVhen the sum of the seconrlary and primary reserves of the FSLIC 
reaches a specified level, the requirement for additional premiums will 
be suspended (until the reserves drop to a lower specified level) and 
each institution's balance in the secondary reserve will be used to pay 
its regular annual premiums. AVhen the primary reserve alone 
reaches a specified level, the requirement, for payment of additional 
premiums lvill terminate and the balance, if any, of the secondaiT 
reserve lvill be distributed, in cash, to the insured institutions ( 12 
U. S. C. 1727 (g) ) . If an institution ceases to be insured for any reason, 
its balance in the secondary reserve of the FSI IC will be refunded 
to it (12 U. S. C. 172 (f) ). 

Under section 1. 162 — 13 of the Income Tax Regulations a, banking 
corporation is permitted to !lerluct from its gross income amounts, 
such as depositors' guaranty funds, which it is required by state 1av to 
set, apart each year, provirled that under the state law, no portion of 
the amounts thus set aside is returnable to the «sects of the banking 
corporation. 

It is the position of the Internal Revenue Service that prerequisites 
to deductibility similar to those set forth in section 1. 162 — 13 of the 
regulations apply to contributions to this reserve fund. 

The facts indicate that a, s;!vings and loan institution retains at all 
times an interest in the secondary reserve fund equal to the unexpended 
portion of its contributions thereto the amount of which is rea&lilv 
determinable an(1 which is returnable to it. under specified circum- 
stances. Accordingly, these additional payments are not deductible 
until they are used to pay regular premiums or lomes, or the possibilitv 
of their return to the institutions is otherwise precluderl. 

Section 1. 451 — 1 of the regulations sets forth the general rule dealing 
with the taxable year of inclusion. AVith respe! t to taxpayers operat- 
ing under an accrual method of accounting, income is inclurlible in 
gross income when all events have occurred which fix the right to 
receive such income and the amount thereof can be determinecl with 
reasonable accuracy, regardless of any limitations or restrictions on 
the actual receipt of sucli amounts. 

'9 ith respect to accrual basis taxpayers. the facts inrlicate that all 
eveilfs which fix the right, to receive an amount of income earned 

all individual institution's balance in the secondary reserve do 
not, occur when the amounts are credited because of their availability 
for losses of the FSI-IC. Accordingly, earnings credited to such ail 
just jtution's secondary reserve account are not includible in the gross 
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income of that institution until such time as the earnings are no longer 
available for losses of the FST. IC. 

Section 1. 451 — 2 of the regulations deals with the constructive receipt 
of income and is applicable in those situations where inclusion in 
gross income under the taxpayer's method of accounting is normally 
dependent upon actual receipt. This section provides, in general, 
that income credited to a taxpayer's account or set aside for him, or 
otlierwise made available so that he may draiv upon it at any time, 
or so that he could have drawn upon it during the taxable year if 
notice of intention to withdraw liad been given, is income even though 
it is not actually reduced to possession. However, where there is a 
substantial restriction or limitation upon actual receipt, of such 
amounts, they do not constitute income until their actual receipt or 
the removal of such restrictions or limitations. 

With respect to cash basis taxpayers, the facts indicate that there 
exists a substantial restriction or limitation on withdrawal of amounts 
credited to an individual institution's secondary reserve account. 
Accordingly, earnings credited to such an institution's balance in the 
secondary reserve account are not includible in the gross income of 
that institution until they are used to pay its obligations, such as regu- 
lar premiums of the institution due to the FSI IC, or until they become 
available to that institution without substantial restriction or 
limitation. 

26 CFR 1. 162 — 17: Reporting and substantia- 
tion of certain business expenses of em- 
ployees. 

(Also Section 274; 1. 274 — 5. ) 
Where an employer makes a payment to one employee to cover actual 

ordinary and necessary transportation and travel expenses to be in- 
curred by several employees in respect, of a pa, rticular business trip, 
such individuals need not report their allocable portion of the direct 
or indirect payment in their income tax returns provided (1) the 
employee receiving the money properly accounts to the employer, 
within the meaning of sections 1. 162 — 17 aiid 1. 274 — 5 of the Income 
Tax Regulations, by submitting the same detailed information that 
would have been required of ea~ch individual in the group liad each 
submitted his own separate accounting to tlie employer, and (2) the 
total of such amount received directly or indirectly equals the total 
of the business transportation and travel expenses. 

Simplified method for computing deductions for the costs of 
operating passenger automobiles for business purposes. See Rev. 
Proc. 66 — 10, page 622. 

SECTIOX 166. INTEREST 
26 CFR I. 168 — 1: Interest dediiction in general. 

Treatment of "interest" portion of amounts repaid into the United 
States Civil Service Retirement and Disability Fund by reinstated 
employees. See Rev. Rul. 66 — 168, page 25. 
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SECTION 164. — TAXES 
26 CFR 1. 164 — 1: Deduction for taxes, Rev. Rul. 66 — 20 

The margin fee authorized under Republic Act No. 2600 of the 
Congress of the Philippines approved, July 16, 1959, and charged by 
the Central Bank of the Philippines and its agent. b~anks on the pur- 
chase of foreign currency is not a tax which is deductible under section 
164 of the Inte~rnal Revenue Code of 1054. 

Automobile used in trade or brassiness by employees or self-employed 
individuals. See Hev. Proc. 66 — 10, page 622. 

SECTION 165. — LOSSES 
26 CFR 1. 165 — 1: Losses. 

Prepayment made for the purchase of natural gas under a "take- 
or-pay" contract which gas is not ultimately taken nor a refund made 
witli respect thereto. See Rev. Rul. 66 — 64, page 07. 

26 CFR 1. 165 — 7: Casualty losses. Rev. Rul. 66 — 0 
The amount allowable as a deduction for a casualty loss due to 

destruction of timber by hurricane may not exceed the adjusted 
basis for determining loss from the sale or other disposition of the 
quantity of timber which by fair and reasonable estimates is fountl 
to be unfit for use because of the hurricane. 

Advice has been requested concerning the amount allowable for a 
casualty loss due to destruction of timber by a hurricane. 

A taxpayer owns several tracts of timberland which he holds for 
investment. Some of the tracts were acquired by gift or inheritance. 
The taxpayer acquired other tracts by occasional purchases and ex- 
changes over a period of years. The timberland was not acquired for 
resale in the course of any business. 

A hurricane destroyed or damaged some of the timber on five clif- 
ferent tracts of the taxpayer's land. The damage included breakage 
and uprooting of standing timber varying in severity from tract to 
tract. Some of the damaged timber was salvaged anil some of it was 
unfit for salvage. 

Section 165 (a) of the Internal Revenue Code of 1054 provides that 
there shall be allowed as a deduction any loss sustained during the 
taxable year and not compensated for by insurance or otherwise. 

Under section 165 (c) (2) of the Code in the case of an individual a 
deduction is allowed for losses incurred in any transaction entered 
into for profit. 

Section 1. 165 — 7 of the Income Tax Regulations outlines the manner 
of determining the amount of a casualty loss allowable as a deduction. 
Section 1. 165-7(b) of the regulations provides: 

(b) AMQUNT DEDUGTIBLE. — (1) GENERAL RULE. — In the case of any casualty 
whether or not incurred in a trade or business or in any transaction 

entered into for profit, the amount of loss to be taken into account for pur- 
poses of section 165(a) shall be the lesser of either— 
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(i) The amount which is equal to the fair market value of the prop- 
erty immediately before the casualty reduced by the fair market value 
of the property immediately after the casualty; or 

(ii) The amount of the adjusted basis prescribed in f 1. 1011 — 1 for 
determining the loss from the sale or other disposition of the property 
involved. 

However, if property used in a trade or business or held for the pro- 
duction of income is totally destroyed by casualty, and if the fair market 
value of such property iminediately before the casualty is less than the 
adjusted basis of such property, the amount of the adjusted basis of such 
property shall be treated as the amount of the loss for purposes of sec- 
tion 1(ifi (a) . 

(2) AGGREGI Tioiv OF PRQPERTY I'GR coMPUTING Loss. — (i) A loss incurred 
in a trade or business or in any transaction entered into for profit shall be 
determined under subparagraph (1) of this paragraph by reference to the 
single, identifiable property damaged or destroyed. 

In the case of a casualty loss to timber, the "property involved" and 
the "single, identifiable property" destroyed is the quantity of timber 
which is rendered unfit for use by reason of the casualty. Tile amount 
of the casualty loss allowable is limited to the adjusted basis prescribed 
in section 1. 1011 — 1 of the regulations for determining the loss from the 
sale or other disposition of that quantity of timber. The adjusted 
basis of the quantity of timber destroyed is determined by multiplying 
the unit adjusted basis by the quantity of timber destroyed. 

In Ore~on 3fe8ubi Corporation v. Cornreisgioner, 89 B. T. A. 1088 
(1MB), acquiescence, C. B. 1944, 99, the United States Board of Tax 
Appeals (now the Tax Court of the United States) held that tiinber 
killed by a fire was not thereby made worthless. Deduction for loss 
was allowed for the quantity of timber found by fair and reasonable 
estimates to have been destroyed. The court pointed out that timber 
which may be salvaged is not destroyed, but will present the usual 
problems of depletion when it is salvaged. 

6ain or loss from the sale or other disposition of the timber which 
was not destroyed by the hurricane should be determined by deduct- 
ing at the time of. sale or other disposition the adjusted basis of the 
quantity of timber involved from the amount received for that timber. 
The adjusted basis of the quantity of timber rendered worthless for 
practical purposes is allowable as a deduction for casualty loss by hur- 
ricane if the loss is not compensated for by insurance or otherwise. 

Accordingly, the amount alloIvable as a deduction for casualty loss 
due to destruction of timber by hurricane may not, exceed the adjusted 
basis for determining loss from the sale or other disposition of the 
quantity of timber which by fair and reasonable estimates is found 
to be unfit for use by reason of the hurricane. Such adjusted basis 
does not include any portion of the basis (or adjusted basis) attribu- 
table to the land, other improvements, or to any timber not rendered 
worthless by the hurricane. 

Rev. Rul. 66 — 50 
The question has been raised as to the proper method of computing 

the deductible casualty loss, under section 165(c) (8) of the Internal 
Revenue Code of 1954, where more than one item of nonbusiness per- 
sonal property was lost or damaged in the casualty. 

In the case of each casualty, the amount of loss to be taken into 
account is the lesser of either (1) an amount equal to the fair market 
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value of the property immediately before the casualty reduced by the fair nlarket, value of the property immediately after the casualty or 
(2) the amount. of the adjusted basis prescribed in section 1. 1011 — 1 of 
the Income Tax Regulations for determining the loss from the sale or 
other disposition of the property involved. 

HeQs for purposes of determining a casualty loss with respect to 
nonbusiness personal property, the decrease in fair market value and 
the adjusted basis must be deter:nined separately for each item claimed 
to have been lost or damaged in order to establish a separate loss for 
each item. These separate losses must, then be combinecl to determine 
the amount of the deduction under section 165(c) (8) of the Code. 

SECTION 166. — BA. D DEBTS 

26 CFR 1. 166 — 4: Reserve for bad debts. Rev. Rul. 66-26 ' 
Guidelines for computing annual additions to reserves for bad 

debts by banks for taxable years ending after December 31, 1964. 
Revenue Ruling 65 — 92, C. B. 196o — 1, 112, supplemented. 

The purpose of this Revenue Ruling is to assist banks in computing 
their bad clebt reserves under the provisions of Revenue Ruling 65 — 92, 
C. B. 1965 — 1, 112. There follows a series of guidelines which supple- 
ment Revenue Ruling 65 — 92, and which clarify many of the questions 
which have been raised concerning the application of the formula 
providecl in that Ruling. 

(1) With respect to the establishing of the bad debt resell on the 
books, the reserve should be shown on the bank's books or records on 
a basis consistent with its income tax returns. Ilowevery it is not, re- 
quired that, the reserve be actually placed on the books by the close 
of the year. Ordinarily the amounts deducted and the reserve shown 
in the returns should be shown on the books as soon as practicable after 
the close of tlie taxable year. 

When an addition to the bad debt reserve as originally set up is ad- 
justed or corrected upon audit in a later year, the revenue agent's 
adjustments should not be reRected for the year in which the audit is 
macle, but should be reflected in the computation of the annual addition 
for the year to which such adjustments relate. 

(2) Bad debts and recoveries on bad debts must be recorded in the 
reserve account except as hereinafter provided. Bad debts should be 
charged to the reserve for the year in which they occur, and recoveries 
on bad debts which have been previously charged against the reserve 
should be credited to the reserve for the taxable year~of recovery. 

Recoveries on bad debts which were charged off prior to the time 
that the bank adopted the reserve method should not, be credited to the 
reserve. but should be treated as taxable income subject to the pro- 
visions of section 111 of the Internal Revenue Code of 1954. 

(3) The term "net bad debts" as used in section 4 of Revenue 
Ruling 65 — 92 means all bad debts charged to the reserve account for 
the current taxable year less any recoveries realized during the current 
taxable year on bad debts charged to the reserve account in prior years. 

ia) If, as e result, of net recoveries flaring the taxable yser, the 

1. *1Th' lit* tl el fed, dtdd. ls, l!166. 



reserve balance exceeds the prescribed limitations, a bank is not re- 
quired to report the excess as taxable income. Any recoveries on bad 
debts previously charged to the reserve account must be credited to 
the reserve even though the limitations relating to the permissible 
amount of the reserve are exceeded. In such a case the excess over the 
otherwise permissible balance in the reserve account precludes current 
deductible additions to the reserve, and may aQ'ect future deductible 
additions. 

lVhere a bank subject to section 4 of Revenue Ruling 65 — 92 (i. e. , a 
bank with a reserve less than the 2. 4-percent uniform ratio) has re- 
coveries for the year which exceed bad debts for that year, the bank 
is not required to reduce its otherwise permissible current annual addi- 
tions by the amount of the net recovery. The amount of the addition 
to the reserve is, however, subject to the applicable limitations pre- 
scribed in sections 4, 5, and 6 of the Ruling. 

(5) Circumstances msder which an addition in excess of 0. 8 percent 
of eligible loans might be made to the reserve would exist if net bad 
debts charged to the~reserve during the taxable year exceed the reserve 
balance as of the beginning of the taxable year. In such a case, an 
amount could be added which would result in a final balance of 0. 8 
percent of eligible loans, provided, ho~ever, that the limitations of 
section 4 of Revenue Ruling 65 — 92 are not exceeded. 

(6) Concerning the meaning and application in section 4 of Revenue 
Ruling 65 — 02 of the term "end of the year preceding the year of 
change" as that term relates to increases in yearend outstanding loans, 
the term represents the base yearend date for determining any in- 
creases in yearend loan balances in future years. For example, a bank 
whose taxable year is the calendar year would have a base yearend of 
either: 

1. December 81, 1064, in a situation where the bank was on the 
reserve method as of that date; or, 

2. December 81, of the year preceding the year of change in 
method for a bank which changed from the specific chargeo]f 
method to the reserve method of treating bad debts after Decem- 
ber 81, 1064. 

In the case of a newly organized bank, there would be no outstanding 
loan ba]ance as of the end of the year preceding its first taxable year, 
and the loan balance base to be used for determining future increases 
in yearend outstanding loans should, therefore, be zero. Thus, in the 
case of a new bank whose first tax:ib]e year ends after December 61, 
1064, there would be no reserve deficiency (as that term is used in 
Revenue Ruling 65 — 02) and the new bank would compute its annual 
reserve addition by inc]uding in such addition the amount of its net 
bad debts for the taxable year, plus 2. 4 percent of the increase in its 
loans outstanding at the end of the year over the amount of its loan 
outstanding (zero) at the end of the year preceding its first taxable 
year. The foregoing amounts mould represent the bank's tentative 
reserve addition subject to the limitations of section 4 (other than the 
one-tenth ]imitation) and the maximum limitations of section 6 of 
Revenue Ruling 65 — 92. (The term "newly organized bank" as used 
here does not include a bank organized as a result of a transaction to 
which section 881(a) of the Internal Revenue Code of 1054 applied. ) 



W ith respect to the application of the provisions of section 4 of 
Revenue Ruling 65 — 92 to a, bank which changes from the specific 
chargeofi' method to the reserve method of treating batl debts, the only 
factor which would distinguish that bank from one which was on the 
reserve method at December 81, 1964, would be the amount of the 
reserve deficiency which, in the case of the changing bank, would be a 
full 2. 4 percent of its outstanding loans at the end of the year 
preceding the year of change. 

(7) In order that a bank inay add to its reserve an amount attrib- 
utable to loan balance increases, the loan balance at the end of the year 
of the proposed reserve addition must exceed the total of (a) the 
ainount of loans which were outstanding at the encl of the year pre- 
ceding the year of change, and (b) the amount of' any outstanding 
loans with respect to which reserve additions for loan increases were 
taken in years prior to the year of the proposed adrlition. This limi- 
tation is illustratecl as follows: 

Assume that a bank with a reserve less than the 2. 4 percent 
ceiling had outstanding loans of $1, 000, 000 on December 81, 1964, 
had outstanding loans of $2, 000, 000 on December 81, 1965, and has 
outstanding loans of $1, 750, 000 on December 81, 1966. For 1965 
the bank elected not to add to its reserve the full amount basecl 
upon the $1, 000, 000 increase in loans, but in making its reserve 
addition it took into account only 50 percent of the $1, 000, 000 
increase ('$500, 000). In computing its reserve addition for 1966, 
the bank would be entitled to a reserve addition attributable only 
to outstanding loan increases of $250, 000, since a reserve addition 
with respect. to $500, 000 of the $750, 000 outstanding loan increase 
was taken in the year 1965. 

(8) The order in which the factors which make up the annual re- 
serve addition should be claimed is: 

1. Net bad debts charged to the reserve; 
2. An amount equal to one-tenth of the reserve deficiency; and, 
8. An amount attributable to any increase in outstanding loans. 

A bank is not required to take as a tax deduction its maximum 
permissible annual reserve addition for each taxable year, and unused 
portions of the above factors may be userl in a subsequent year. The 
use of such portions in a later year woulcl, however, be subject to the 
applicable limitations of Revenue Ruling 65 — 92 governing the amount 
of. the reserve addition in such later year. 

There is no requirement that the reserve deficiency be used up within 
a 10-year period. The one-tenth additions relating to the rlefiiciency 
ma be taken over a period in excess of 10 years. 

9) The maximum limitations in section 6 of Revenue Ruling 65 — 92 
are overall limitations not to be exceeded under any circumstances. 
Section 6 would apply only in a situation wliere the proposed reserve 
addition as computed under either section 4 or 5 of Revenue Ruling 
65 — 92 is greater than 0. 8 percent of outstanding loans. If the reserve 
addition as determined under either section 4 or 5 of the Ruling is not 
gieater than 0. 8 percent of outstanding loans, section 6 of the Ruling 
is not applicable and the lesser amount must be used. 

(10) Losses on worthless securities are not to be charged against the 
bad debt reserve for loans established under Revenue Ruling 65 — 92. 



See G. C. M. 25005, C. B. 1948 — 1, 88, as modified by Revenue Ruling 
65 — 92. Deductions for losses on securities may be taken either as 
specific bad debt losses or may be taken through the creation of a 
separate loss reserve on such securities established without respect to 
Revenue Ruling 05 — 92. 

(11) Application for permission to change the method of treating 
bad debts must, be made within 90 clays a~fter the beginning of the 
taxable year in which the taxpayer desires to make the change. (Sec- 
tion 1. 446(e) (6) of the Income Tax Regulations. ) 

A bank is not, required to adopt the reserve method of accounting 
for bad debts because of the permission granted it to do so; however, 
if it does not change, it would be necessary to again obtain permission 
if. a change is desired in a subsequent year. 

Revenue Ruling 65 — 92, C. B. 1965 — 1, 112, supplemented. 

SECTION 107. — DEPRECIATION 

26 CFR 1. 107(a) — 1: Depreciation in general. 

Depreciation classification of Hoating or self-propelled drilling ves- 
sels and barges, platforms, and support vessels. See Rev. Proc. 00 — 18, 
page 046. 

26 CFR 1. 167(a) — 2: Tangible property. 

Depreciation of returnable glass bottles. See Rev. Proc. 00 — 7, 
page 617. 

20 CFR 1. 167(a) — 8: Intangibles. Rev. Rul. 66 — 71 

Expenditures for dredging to deepen that portion of a harbor 
alongside the taxpayer's pier leadiug to a navigable channel which 
are for improvements to land rights are expenditures for an intan- 
gible asset, not depreciable under section 167 of the Internal Revenue 
Code of 1954 when the useful life of such assets is not reasonably 
susceptible of measurement. 

A. dvice has been requested whether the cost of work done to deepen 
a portion of a harbor alongside the taxpayer's pier leading to a navi- 
gable channel, for the purpose of making the pier more accessible to 
shipping vessels, creates an asset which may be depreciated under 
section 167 of the Internal Revenue Code of 1954. The taxpayer did 
not own the underlying land, the subject of the dredging operation, but 
was operating under permits issued by various governmental agencies 
for an indefinite period of time. The experience of the taxpayer indi- 
cated that, silting was not a problem in this case. 

Section 167 of the Code provides as follows: 
(a) Genera/ Ji, 'ule. — There shall be allowed as a depreciation deduc- 

tion a reasonable allowance for the exhaustion, wear and tear 
(including a reasonable allowance for obsolescence)— 

(1) of property used in the trade or business, or 
(2) of property held for the production of income. 

Section 1. 167 (a) — 2 of the Income Tax Re~~lations provides in part 
as follows: 
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The depreciation allowance in the case of tangible property applies 
only to that part of the property which is subject to weai and tear, to 
clecay or decline from natural causes, to exhaustion, and to obsoles- 
cence. The allowance cloes not apply to inventories or stock in trade. 
or to land apart from improvements or physical clevelopment added 
toit. "' 

Section 1. 167(a) — 3 of the regulations, relating to depreciation 
allowances on intangible assets, provides in part as follows: 

Intangibles. — If an intangible asset, is known from experience or 
other factors to be of use in the business or in the production of 
income for only a limited pe~ iod, thc length of which can be estimated 
with reasonable accuracy, such an intangible asset may be the sub- 
ject of a clepreciation allowance. ~ ~ " An intangible asset, the useful 
life of which is not limitecl, is not subject to the allowance for clepre- 
ciation. No allowance will be permitted merely because, in the un- 
supported opinion of the taxpayer, the intangible asset has a limited 
useful life. ~ ' 

For Federal income tax purposes, no depreciation allowance may 
be macle for exhaustion of assets, tangible or intangible, where no 
exhaustion susceptible of measurement is actually taking place. 
Genera/ Equal'pment Go. v. C'ommissioner, 2 B. T. A. 804 (1025). 

In those instances where particular conditions, such as silting, 
require regular repeated dredging there may be, based on the particu- 
lar facts ancl conditions as in the case of Commodore's Point Terminal 
Co. v. Commissioner, 18 B. T. A. 385 (1020), acquiescence, C. B. IX — 2, 
18 (1020), grounds for depreciating dredging costs. In the instant 
case, however, neither silting nor other factual conditions were present, 
to demonstrate a w asting or exhausting of the asset. 

In cases where land rights are in the form of easements or permits 
allowing the use of the land by the taxpayer for an indefinite period 
of time, improvements such as the dredging of harbors and channels 
are inta~ngible assets of a capital nature the costs of which are not 
depreciable under section 167 of the Code and section 1. 167(a) — 8 of 
the regulations, unless the useful lives of such assets are reasonably 
susceptible of measurement. 

The mere fact that the dredged harbor or channel is associated with 
a depreciable pier or wharf does not establish the useful life of the 
dredgecl channel since the dredging costs are normally independent 
of the pier in that the dredging costs will not, orclinarly be reincurred 
with each replacement or reconstruction of the pier itself. 

Accordingly, expenditures for dredging to deepen that portion of 
the harbor alongside the taxpayer's pier leading to a navigable chan- 
nel which are For the improvements to land rights are expenditures 
for an intangible asset, not depreciable under section 167 of the Code 
when the useful life of the asset is not reasonably susceptible of 
measurement. 

Rev. Rul. 66-140 

A taxpayer purchased a franchise which entitled him to the exclu- 
sive right to sell the product, of the 3f company in the State of X for 
a period of five years. Under the terms of the franchise, the taxpayer 
must complete at, least two sales per year; failure to clo so results in a, 



breach of the franchise contract. The franchise is automatically 
rene~ved without further cost on an annual basis provided a breach of 
the franchise contract does not occur. 

HeM, since the franchise contract provides for an indefinite succes- 
sion of automatic renewals, subject to a possible breach, it is for an 
indefinite and unlimited period and its cost is not depreciable for 
Federal income tax purposes. Westinghouse Broadcasting Company, 
Inc. v. Commissioner, 809 Fed. (2d) o79 (196o). Commissioner v. 
Indiana Broadcasting Corporation, 850 Fed. (Bd) 580 (1965). 

Depreciation or amortization of cost of upland cotton acreage allot- 
ment. See Rev. Rul. 66 — 58, page 186. 

26 CFR 1. 167(a) — 7: Accounting for deprecia- 
ble property. 

Rei . Rul. 66 — 111 

The basis of used real property such as a building ordinarily can- 
not be allocated into separate component accounts for the purpose 
of determining a composite life in computing depreciation allow- 
ances, but an overall useful life for the building must be determined 
on the basis of the building as a whole. 

Advice has been requested whether the cost of used real property, 
mainly buildings, may be allocated to separate component units for 
the purpose of accounting for depreciable property under section 
1. 167(a) — 7 of the Income Tax Regulations. 

In the instant case, the taxpayer acquired an existing apartment 
building and land for a lump sum consideration. That part of the 
purchase price representing land value was allocated on the basis of 
recent sales of similar lands located in the general vicinity of the sub- 
ject property. The taxpayer allocated that, part of the purchase price 
representing investment in the apartment building to various com- 
ponent units, some of which would normally have a shorter useful 
life than the building as a, ivhole. The allocation of the taxpayer's 
basis in the building was made in proportion to the relative construc- 
tion costs of the components as determined by the original o~ner. 

In the case of the acquisition on or after March 1, 1918, of a com- 
bination of depreciable and nondepreciable property for a lump sum, 
as for example, buildings and land, the basis for depreciation cannot 
exceed an amount which bears the same proportion to the lump sum 
as the value of the depreciable property at the time of acquisition bears 
to the value of the entire property at that time. Section 1. 167(a) — 5 
of the regulations. 

Depreciable property may be accounted for by treating each indi- 
vidual item as an account. , or by combining two or more assets in a 
single account. Assets may be grouped in a~n account in a variety of 
ways. Section 1. 167(a) — 7 of the regulations. 

In the case of new property whe~re the taxpayer is the first user, the 
actual costs of the separate components are generally known and where 
such costs have been allocated to component groups by personnel com- 
petent in design, construction and auditing procedures, and complete 
and accurate property ledgers are maintained, properly ~allocated costs 
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may be used by the original owner as a basis for depreciating the com- 
ponents separately, using an appropriate rate of depreciation f' or each 
of the separate components. 

In the case of Herbert 8hainberg, et ~. v. Commissioner, 33 T. C. 
241 (1050), acquiescence, C. B. 1060 — 1, 5, the Tax Court of the United 
States permitterl the taxpayer to allocate the actual costs of construc- 
tion of new buildings in his shopping center into separate component 
group accounts, such as "structures, " "wiring, " "plumbing, " "roof, " 
"ceiling, " and "fiooring, " for depreciation purposes. 

When a used building is acquired for a lump sum consideration, 
separate components are not bought; a unified structure is purchased. 
The individual components of a used building are not sold separately 
and hence are not ordinarily subject to fair market value determina- 
tions for allocation of basis or for depreciation purposes. The value 
of components (ceilings, floors, electrical systems, etc. ) of a used build- 
ing cannot be separated from the value of the building as a whole since 
their values exist only in connection with the building as a whole. 
The original components in a new building bear a direct and known 
relationship to one another and to the total building cost; however, 
differing rates of depreciation for the components tencl to distort this 
relationship with time. As a consequence, the new owners of a usecl 
building would not normally place the same relative. values on com- 
ponents as the original known construction costs. Realistically, this 
difference in values is academic since the buyer and seller must only 
agree on an overall price for the unified structure. 

In the case of Lonu Lesser and J'eunne Lesser, et oL, v. Comnus- 
sioner, 352 F. (2d) 780 (1065), the U. S. Court of Appeals f' or the 
Ninth Circuit, affirming the Tax Court, 42 T. C. 688 (1964), refused 
to accept as valid a composite rate for the useful life of a used building 
based on useful lives of its various components, The Court of Appeals 
stated . . "The Tax Court found: 'The matter * * * is not susceptible 
of any precise mathematical solution. ' We agree. " 

Accordingly, the basis of used real property, such as a building, 
ordinarily cannot be allocated into separate component accounts for 
the purpose of determining a composite life in computing depreciation 
allowances but an overall useful life for the building must be deter- 
mined on the basis of the building as a whole. 

26 CFR 1. 167('b) — 0: Methods of computing 
depreciation. 

Adoption of straight, -line or other methods of clepreciation for pur- 
poses of basis of depreciable assets held by a foreign corporation on 
the first, day of its first taxable year beginning after December 31, 
1062. See Rev. Rul. 66 — 10, page 178. 

SECTION 170. — CHARITABLE, ETC. , CONTRIBUTIONS AND 
Ci IFTS 

26 CFR 1. 170 — 1: Charitable, etc. , contributions 
and gifts; allowance of deduction. 

Rev. Rul. 66 — 10 



Actual unreimbursed expenses incurred by an individual directly 
comiected with and solely attributable to providing necessities such 
as lodgin, food, and clothing to hurricane evacuees, referred te 
him by an organization described in section 170 of the Internal 
I(cvenue Code of 1954, a. re contributions within the meaning of' sec- 
iion 170 of the Code and are deductible in computing taxable income. 

Advice has been requested. regarding the deductibility, for Federal 
income tax purposes, of expenses incurred by individuals, under the 
circums(ances presented, in maintaining temporarily in their homes 
refugees made homeless by a hurricane. 

Tlie oflicials of a State wliich had su8ered a hurricane disaster 
appealed to householclers to open their homes to the thousands of 
people made homeless by tile hurricane. The evacuees were advised 
i, o clieck at Centers set, up by the Red Cross, Civil Defense, Salvation 
Army and the United States Office of Emergency Planning. Churches 
were urged to assist in the e8ort of finding teinporary shelter for the 
displaced. 

It is well established that contributions made directly to individuals, 
no matter how deserving, are not deductible as charitable contributions 
under section 170 of the Internal Revenue Code of 1964, and that con- 
tributions or gifts made to organizations qualifying under section 170 
of the Code are not deductible if they are made for the benefit of des- 
ignated beneficiaries. 

In the instant situation, certain organizations assumed the respon- 
sibility of caring for evacuees during the emergency caused. by the 
hurricane. Whe~re taxpayers opened their homes for the use of the 
evacuees referred to them by organizations qualifying under section 
170(c) of the Code, such householders are aiding the organizations in 
carrying out their charitable activities during the emergency. 

Accordingly, actual unreimbursed out-of-pocket expenses incurred 
by a taxpayer which are directly connected with and solely attributable 
to providing necessities such as lodging, food, and clothing to hurri- 
cane evacuees referred to him by an organization. described in section 
170(c) of the Code during the emergency, are contributions or gifts for 
the use of such organization within the meaning of section 170 of the 
Code, and are deductible in the manner and to the extent provided by 
such section in computing his taxable income. 

Qualifying organizations include those mentioned above, and per- 
sons or organizations acting on behalf of organizations described in 
section 170(c) of the Code. The term "actual unreimbursed out-of- 
pocket expenses" does not include allocation of the usual household 
costs such as rent, utilities, a, nd similar items. The taxpayer should 
keep as detailed a record of expenditures as is reasonably possible 
under the circumstances in order to support the deductions claimed. 
See section 1. 170 — 1(a) (8) of the Income Tax Regulations. 

Rev. Rul. 66 — 79 
Contributions to a domesi, ic charity described in section 170(c) (2) 

of the Internal ltevenue Code of 19o4 which are solicited for a 
specific project of a foreign charitable organisation are deductible 
under section 170 of the Code where i, he domestic charity has 
reviewed and approved the project as bei~g in furtherance of its 
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own exempt purposes and has control and discretion as to the use 
of the contributions. 

Revenue Ruling 63 — 262, C. B. 1063 — 2, 101, amplified. 

The Internal Revenue Service has been requested to clarify Reve- 
nue Ruling 63 — 252, C. B. 1063 — 2, 101, with respect to the deductibility 
of contributions to a domestic ch~aritable corporation which may solicit 
contributions for a specific project, of 3 foreign charity in the manner 
presented below. . Y corporation is a domestic charitable organization formed under 
the nonprofit laws of the state of X. It is exempt from Federal 
income tax as being organized and operated exclusively for charitable, 
educational, and scientific purposes described in section 501(c) (8) of 
the Intei nal Revenue Code of 1954. Contributions to it are deductible 
since it is an organization described in section 170(c) (2) of the Code. 

The corporation's charter provides, in part, that in furtherance of 
its educational, scientific, and charitable purposes it shall have the 
power to receive and allocate contributions, v. ithin the discretion of 
the board of directors, to any organization organizecl and operated 
exclusively for charitable or educa~tional purposes within the meaning 
of section 501(c) (8) of the Code. 

In contrast to the broad generality of the purposes stated in its 
charter, the name X' corporation suggests a purpose to assist a named 
foreign organization. The individuals who organized L' corporation 
had become interested in furthering the work of the named foreign 
organization, a corporation organized and operated in a foreign 
country exclusively for charitable, scientific, and educational purposes. 
The individuals concerned, who are United States citizens not acting 
on behalf of the foreign oi. ganization, did not wish X corporation to 
function simply as a fund raising medium for the foreign organiza- 
tion. Instead, they were interested in raising funds for specific proj- 
ects, such as scientific research projects, to be carried out by the foreign 
organization, or individuals connected with the foreign organization, 
pursuant to grants previously reviewed and approved by the board 
of directors of Z' corpora, tion. 

The bylaws ot ~Y corporation provide, in part, that: (1) The making 
of grants and contributions and otherwise rendering financial assist- 
ance for the purposes expressed in the charter of the organization 
shall be within the exclusive power of the board of directors; (2) in 
furtherance of the organization's purposes, the board of directors shall 
have power to make grants to any organization organized and oper- 
ated exclusively for charitable, scientific or educational purposes 
within the meaning of section 501(c) (8) of the Code; (8) the board 
of directors shall review all requests for funds from other organiza- 
tions, shall require that such requests specify the use to which the 
funds will be put. , and if the board of directors approves the request, 
shall authorize payment of such funds to the approved grantee; (4) 
the board of directors shall require that the grantees furnish a periodic 
accounting to show that the funds were expended for the purposes 
which were approved by the board of directors; and (5) the board of 
directors may, in its absolute discretion, refuse to make any grants 
or contributions or otherwise render financial assistance to or for any 
pr all the purposes for which funds are requested. 



The bylaws also provide that after the board of directors has ap- 
proved a grant to another organization for a specific project or pur- 
pose, the corporation may solicit funds for the grant to the specifically 
approved project, or purpose of the other organization. However, 
the board. of directors shall at, all times have the right, to withdraw 
approval of the grant and use the funds for other charitable, scientific 
or educational purposes. 

In accordance with the provisions of. its charter and bylaws, X' 

corporation at, times solicits contributions which are to be used to 
provide grants to the foreign organization unmentioned above, or to 
individuals connected. with such foreign organization, for specific 
purposes approved by 3". corporation's board of directors in accord- 
ance with its bylaws. At all times all of the pertinent facts, includ- 
ing the fact that the board of directors may withdraw its approval 
of a particular grant, even after it has been made, are available to any 
contributor not, previously informed of such facts should the con- 
tributor so request either before or after a contribution has been 
made. The corporation refuses to accept contributions so earmarked 
that they must in any event go to the foreign organization. 

Section 170(a) of the Code provides, in part, that there shall be 
allowed as a deduction any charitable contribution as defined in sub- 
section (c), payment, of which is made within the taxable year, 

Section 170(c) of the Code defines a charitable contribution as 
meaning, in part, a contribution or gift to or for the use of a corpora- 
tion, tn7s~t, or community chest, fund or foundation which is organized 
and operated exclusively for religious, charitable, scientific, literary, 
or educationa) purposes or for the prevention of cruelty to children 
or animals. However, the organization must be created or organized 
in the United States or in any possession thereof, or under the law 
of the United States, any State or Territory, the District of Columbia, 
or any possession of the United States, 

Revenue Ruling 68 — 252, C. B. 1968 — 2, 101, discusses the deductibility 
of contributions by individuals to a el&arity organized in the United 
States which thereafter transmits some or all of its funds to a, foreign 
charitable organization. Example (4) of that ruling concerns a 
domestic organization described in section 170(c) of the Code which 
makes grants to a foreign organization for purposes which the domes- 
tic organization has reviewed and approved as in furtherance of its 
purposes. Contributions to the domestic organization are not ear- 
marked in any manner for a foreign organization and the use of 
such contributions is subject to contr~ol by the domestic organization. 
For these reasons, the domestic organization is considered to be the 
recipient of such contributions within the meaning of section 170(c) (9) 
of the Code. 

Under the provisions of its charter and byla, ws, X' corporation may 
make grants to any organization organized and operated exclusively 
for charitable, scientific. , or educational purposes within the meaning 
of section 501(c) (3) of the Code. An organization described in that 
section can be either a domestic or a foreig~n organization. The opera- 
tions of W corporation bring it within the purview of example (4) of 
Revenue Ruling 68 — 959 except for the manner in which it may solicit 
contributions For its foreign grants. This raises a question as to 
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whether the contributions are earmarked for the foreign organization 
so as to prohibit a deduction under section 170 of the Code. 

Revenue Ruling 62 — 113, C. B. 1962 2, 10, holds that where gifts to 
an organization described in section 170(c) of the Code are not ear- 
marked by the donor for a particular individual, the deduction will 
be allowable where it is established that, a gift is intended hy the donor 
for the use of the organization and not as a gift. to an individual for 
wh. ose benefit the amount given may be used by the donee organiza- 
tion. The test in each case is whether the organization has full 
control of the donated funds, and discretion as to their use, so as to 
insure that they will be used to carry out its functions and purposes. 

In the instant case the domestic corporation may only solicit for 
specific grants when it ha, s reviewed and approved them as being in 
furtherance of its purposes. Furthermore, under the terms of its 
bylaws the domestic corporation may make such solicitations only on 
the condition that it shall have control and discretion as to the use of 
the contributions received by it. Therefore, contributions received by 
the domestic organization from such solicitations are regarded as for 
the use of the domestic corporation and not for the organization 
receiving the grant from the domestic organization. 

Accordingly, contributions paid to the domestic organization under 
the circumstances described above are deductible, for Federal income 
tax purposes, in the manner and to the extent provided by section 
170 of the Code. 

Revenue Ruling 68 — 252 is hereby amplified. 

(Also Section 1. 170 — 2. ) Rev. Rul. 66 — 100 ' 

The Internal Revenue Service discusses the rules lvhich may be 
relied upon in determining whether a contribution made by an in- 
dividual lvill qualify as a gift to a "publicly supported" organiza- 
tion for purposes of section 170 of the Internal Revenue Code of 
1954. 

Proposed income Tax Regulations, relating, among other things, 
to the determination of whether an organization is "publicly sup- 
ported" for purposes of the additional deduction not to exceed 10 
percent of adjusted gross income for charitable contributions of an 
individual, were publishe&1 in the Federal Register for November 10, 
1965 (80 F. R. 14158). The rules set fortli in these proposed regula- 
tions differ in certain respects from the provisions set forth in the fol- 
lowing paragraphs. 

Until such time as the final regulations have been adopted, tax- 
payers may rely upon either the provisions of the proposed regula- 
tions or the provisions set forth in this Revenue Ruling (previously 
announced in Technical Information Release No. 667, Announcement 
65 — 9, I. R. B. 1965 — 4, 49) in determining whether a contribution made 

by an individual will qualify as a gift to a "publicly supported" or- 
ganization for purposes of section 170 of the Internal Revenue Code 
of 1954. 

a Based on Technical Information Release 667, dated Dec. 21, 1964, published as 
Announcement 65 — 9, I. R, B 1965 — 4, page 49; and on Technical Information Release 782, 
dated Dec. 1, 1965. 

225 — 688' — 6C~ — 5 
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Under the provisions of the Revenue Act. of 1964, Public Laiv 88— 
2'72, C. B. 1964 — 1 (Part 2) 6, "publicly supported" organizations qual- 

ify as "80 percent organizations. " Charitable contributions by an 
individual to a "publicly supported" organization, as is the case with 
respect to gifts to other types of "80 percent organizations, " generally 
may be deducted to the extent that such contributions do not exceed 
80 percent of the donor's adjusted gross income. Contributions to pri- 
vately supported organizations are normally subject to a 20 percent 
limitation. 

Gifts to "80 percent organizations" by an individual which exceed 
80 percent of his adjusted gross income generally may be carried over 
and deducted in later years under the "carryover" provision in section 
170(b) (5) of the Code as added by the Revenue Act of 1964. 

Section 170 of the Code contains a limitation which allows indi- 
vidual taxpayers a charitable deduction of up to 20 percent of their 
adjusted gross income (computed without regard to any net operating 
loss carryback) for contributions made to or for the use of certain 
organizations, known as "20 percent organizations, " including, among 
others, organizations organized and operated exclusively for religious, 
charitable, educational, etc. , purposes, and to the United States, a 
State, or a local governmental unit if the contribution is made for 
exclusively public purposes. 

Prior to the Revenue Act of 1964, a deduction limited to an addi- 
tional 10 percent of adjusted gross income (computed without regard 
to any net operating loss carryback) was also allo~able in the case 
of contributions made to certain other organizations, known as "80 
percent organizations, " including churches, or conventions or asso- 
ciations of churches, certain educational organizations, hospitals, cer- 
tain medical research organizations, and certain organizations a$1- 
iated with State colleges or universities. The Revenue Act, of 1964 
continued this provision and expanded the group of "80 percent orga- 
nizations" to include organizations which normally receive a substan- 
tial part of their support from a governmental unit or from direct 
or indirect contributions f rom the general public. See section 
170(b) (1) (A) (vi) of the Code. 

Contributions to "80 percent. organizations" by individuals generally 
are deductible to the extent, that such contributions, when added to 
cleductible contributions to "20 percent organizations&" do not exceed 
80 percent of the donor's adjusted gross income. For example, if a 
taxpayer makes a contribution which equals 18 percent of his adjusted 
gross income to an organization in the 20 percent group and makes an 
additional contribution which equals 12 percent of his adjusted gross 
income to an organization in the 80 percent group, both contributions 
are fully deductible. 

In addition, contributions to organizations in the 80 percent group 
in excess of 80 percent of the donor's adjusted gross income generally 
may be carried over and deducted in a later year under section 170(b) 
(5) of the Code. Ho~ever, such carryover is available only if the 
contributions to organizations in the 80 percent group alone exceed 80 
percent of the taxpayer's adjusted gross income without considering 
contributions to organizations in the 20 percent group. Further- 
more, contributions to organizations in. the 80 percent group are "quali- 



fied contributions" under the new provisions dealing with the unlimited 
charitable contribution deduction which also were added by the Reve- 
nue Act of 1964. 

In determining whether an organization is "publicly supported, " 
the term "support" not only includes contributions received by the 
organization, but also includes investment income, such as interest, 
remits, royalties, dividends, and capital gains, and net income front re- 
lated and unrelated business activities. Hoivever, in determining the 
amount of any capital gain to be included in support, the organization 
should use as its basis the fair market value of any contributed prop- 
erty at the time of. its contribution. "Support" does not include any 
income from the exercise or performance by an organization of its 
charitable, educational, or other purpose or function constituting the 
basis of its exemption under section 501(a) of the Code, such as 
fees charged for admission to a museum. 

'Orhether or not an organization receives a "substantial" part of its 
support from the sources required by the statute depends upon the 
facts and circumstances in each case. The term "substantial" is used 
in. many places in the tax law and its meaning in one section is not 
necessarily applicable in other sections. However, an organization 
will be considered to be one which normally receives a substantial part 
of its support from donations by a governmental unit, from donations 
made directly or indirectly by the general public, or from donations 
from a combination of these sources, if such organization received 
one-third or more of its support for each of three out of its last four 
taxable years ending prior to . July 1, 1064, from such sources. In- 
direct contributions from the general public includes contributions 
from other "publicly supported" organizations, such as a United 
Givers Fund. 

The requirement that the support be received from the general public 
means that such support must be received from a wide segment of the 
public, and not solely from a few individuals or families. There- 
fore, contributions by any individual, trust, or corporation shall be 
taken into account in determining whether the one-third of support. 
test is met only to the extent that, such contributions do not exceed 1 
percent of the organization's total suppott. In applying this 1 per- 
cent limitation, all contributions made by a donor and a related person 
withinn the meaning of section 267(b) of the Code shall be treated as 
made by one person. The 1 percent limitation does not apply to con- 
tributions from governmental units or from other "publicly sup- 
ported" organizations. 

The application of these rules may be illustrated by the following 
examp]e: 

In 1068, . I. an organization referred to in section 170(c) (o) of the 
Code received total support, of fo0, 000 from the following sources: 
Investment income QO, 000 

Contribut;ons: 
100 gifi:s, each of less than $~00 ~~1 "i. 000 
4 gifts of $750 each 8, 000 
1 gift of $2, 000 2, 000 

Total contributions 

Total support of X 

20, 000 

;JO, 000 
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The amount, of support which ~Y received from the general public 
may be computed by adding the following: (1) Since none of the 100 
gifts exceeds 1 percent of total support, the lull amount of such gifts 
($15, 000); (2) the portion of each $750 gift which does not exceed 
1 percent of total support ($50, 000 x 1~/o =$500; $500 x 4=$2, 000); 
and (6) the portion of the $2, 000 gift, which does not exceed 1 percent 
of total support ($500). The total contribution from the general 
public would be $17, 500 ($15, 000 plus $2, 000 plus $500). Since this 
amount exceeds one-third of X's total support, A will be considered to 
liave received a substantial part of its support from the general public 
for 1963. 

Thc guides set, forth above are not exclusive, and a, rlonor may be 
able to establish, on the basis of all the facts and circumstances, that 
an organization to which he has contributed is a "publicly supported" 
organization. 

26 CFR 1. 170 — 2: Charitable deductions by in- 
dividuals; limitations. 

For guides in determining whether;i contribution made by an indi- 
vidual will qualify as a, gitt to a "publicly supported" organization 
for purposes of section 170 of the Code. See Rev. Rul. 66 — 100, page 51. 

SECTION 172. — NET OPERATING LOSS DEDUCTION 

26 CFR 1. 172 — 1: Net operating 1oss deduction. Rev. Rul. 66 — 91 
(Also Section 1502; 1. 1502 — 61. ) 

8 corporation was a wholly-owned subsidiary of P corporation 
until December 81, 1961. In 1961 8 corporation had taxable income 
which was included in a, consolidated return filed for the calendar 
year by F' corporation. This returii showed a consolidatecl net oper- 
ating loss. On January l. 1962, 8 corporation severed its aSliation 
with P corporation and for the calendar years 1962 and 1968 8 corpo- 
ration filed separate income tax returiis showing taxable income. 
For the calendar year 1964, 8 corporation sustained a net operating 
loss which was refiected on the separate tax return which it filed for 
that year. No adjustments were required under section 172(d) of 
the Internal Revenue Cocle of 1954. HeM, that in determining the 
net operating loss deduction for the years 1962 and 1963, no portion 
of the net operating loss sustained by ~W corporation in 1964 is required 
to be carried back to 1961 since there was no consolidated taxab1e 
income for 1961. 

26 CFR 1. 172 — ll: Election vith respect to 
portion of net operating loss attributable 
to foreign expropriation loss. 

corporation, in a taxable year ending after December 81, 1958, 
and before January 1, 1964, sustained a, foreign expropriation loss (as 
defined in section 172 (1. ) of the Internal Revenue Code of 1954) . Sub- 
sequently, all of I" s assets were distributed to X corporation in a 
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complete liquidation qualifying under section 332(a) of the Code. On 
or before December 31, 1065, X filed an election to carry over for 10- 
years the net operating loss sustained by X pursuant to section 172(b) 
(3) (C) (iii) of the Code and section 1. 1'T2 — 11(c) (2) of the Income Tax 
Regulations. 

Iield. for purposes of section 172(b) (3) (C) (iii) of the Code as 
amended. by section 210 of the Revenue Act of 1064, Public Law 88— 
272, C. B. 1964 — 1 (Part 2), 6, X was entitled to make the election for 
the 10-year carryover of tlie foreIgn expropriation loss, provided for 
in section 172(b) (1) (D) of the Code. The provisions of section 
172 (b) (3) (D) of the Code apply to the distributor corporation. 

SECTION 174. — RESEARCH AND EXPERIMENTAL 
EXPENDITURES 

26 CFR 1. 174 — 2: Definition of research and Rev. Rul. 66 — 30 
experimental expenditures. 

Expenses paid or incurred kiy a taxpayer in obtaining foreign 
patents on inventions covered by United States patents and patent 
applications developed and owned by other persons are not deduc- 
tible under section 174(a) of the Internal Revenue Code of 1954 
as research or experimental cxlicnditures. 

&Lcd ice has been requested whether a taxpayer may deduct, under 
section 174(a) of the Internal Revenue Code of 1054, relating to 
research and experimental expenditures, amounts spent in obtaining 
foreign patents on inventions covered by United States patents and 
patent applications owned and developed by persons other than the 
tax payer. 

The taxpayer in this case enters into agreements with holders of 
United States patents and patent, applications giving to the taxpayer 
the right to obtain and exploit the foreign rights in the inventions 
owned by the other parties to the agreements. The taxpayer and the 
owner of the United States patent sliare equally in any funds collected 
from licensees in foreign countries or otlierwise derived from the 
exploitation of the foreign patents. 

The taxpayer applies for and obtains foreign patents and rights in 
its own name and not, in the name of or as licensee of the owner of the 
Unitecl States patents. The patents are acquired for the purpose of 
commercializing the inventions in foreign countries through licensees 
and not for purpose of resale. 

All expenses in connection with the foreign patents are paid for by 
the taxpayer. These expenses include costs of preparing foreign 
translations of specifications and claims, costs of. formal drawings and 
certified copies of United States patents and patent applications, legal 
fees, filing fees, and t, axes. 

Section 174(a) of the Code allows a deduction for research and 
experiinental expenditures paid or incurred by a taxpayer in con- 
nection with his trade or business. The issue in this case is whether 
the expenditures of the taxpayer are research or experimental 
expenditures. 



Section 1. 174 — 2 of the Income Tax Regulations provides, in part, 
as follows: 

(a) IN GENERAL, — (I) The term "research or experimental expenditures", 
as used in section 174, means expenditures incurred in connection with the tax- 
payer's trade or business which represent research an(1 development costs in 
the experimental or laboratory sense. The term includes generally all such 
costs incident to the development of an experimental or pilot model, a plant 
process, a product, a formula, an invention, or similar property, and the improve- 
ment of already existing property of the type mentioned. The term does not 
include expenditures such as those for the ordinary testing or inspection of 
materials or products for quality control or those for efficiency surveys, manage- 
ment studies, consumer surveys, advertising, or promotion. However, the term 
includes the cost of obtaining a patent, such as attorneys' fees expended in 
making and perfecting a patent application. On the other hand, the term does 
not include the costs of acquiring another's patent, model, production or process. 

While this definition includes the costs of obtaining a patent, such 
costs are included only in connection with inventions or improvements 
from research and development in the experimental or laboratory 
sense undertaken directly by the taxpayer or carried on in his behalf 
by another person or organization. The expenses incurred in this case 
do not diA'er for purposes of the question presented from the costs of 
acquiring the patents of others, 

Accordingly, expenditures paid or incurred by a taxpayer in obtain- 
ing foreign patents on inventions covered by United States patents 
and patent applications owned by other persons may not be deducted 
as research or experimental expenditures under section 174(a) of the 
Code. 

SECTION 182. — EXPENDITURES BY FARMERS FOR 
CLEARIN6 LAND 

26 CFR 1. 182 — 6: Election to deduct land clear- Rev. Rul. 66 — 141 
ing expenditures. 

(Also Sections 702, 708; 1. 702 — 1, 1. 708 — 1. ) 
In the case of a partnership engaged in the business of farming, 

the election to deduct expenditures for clearing land provided by sec- 
tion 182 of the Internal Revenue Code of 1054 must be made by the 
partnership in the manner provided in section 1. 182 — 6 of the Income 
Tax Regulations. See section 708 (b) of the Code. 

In accordance with the election made by the partnership each part- 
ner must, take into account, separately his distributive share of the 
partnership's expenditures for clearing land and his distributive share 
of each item of income, ga. in, loss or deduction required in computing 
"taxable income derived froin farming" as defined in section 182(b) 
of the Code. 

In applying the limitation imposed by section 182(b) of the Code, a 
partner who ha, s also elected to deduct his own separate expenditures 
for clearing land which he farms as a sole proprietor must aggregate: 
(1) the amount of his separate "taxable income derived from fanning" 
and his share of the partnership's "taxable income derived from farm- 
ing"; and (2) his separate expenditures for clearing land and his 
distributive share of the partnership's expenditures for clearing land. 



PART VII. — ADDITIONAL ITEMI7ED DEDUCTIONS FOR INDIVIDUALS 

SECTION 213. — MEDICAL, DENTAL, ETC. , EXPENSES 
26 CFR 1. 213 — 1: Medical, dental, etc. , Rev. Rul. 66 — 80 

expenses. 

The cost of hand controls and other equipment specially adapted 
to porn&it the operation or use of an automobile by a physically 
handicapped individual, aud the cost of a mechanical device used to 
lift and place such a handicapped individual in an automobile, are 
medical expenses under section 219 of the Internal Revenue Code of 
1954. 

The costs of operating the automobile by such an individual, as 
a n&cans of transportation that is not prhnarily for and essential 
to n&edical care, are not medical expenses for purposes of section 
218 of the Code. 

Advice has been requested whether the cost. of certain equipment 
especially adapted for use in connection with automobile transporta- 
tion by physically handicapped individuals and the cost of operating' 
the automobile are deductible as medical expenses for Federal income 
tax purposes. 

Section 218 of the Internal Revenue Code of 1054 provides, in pa, rt, 
that there shall be allowed as a deduction in computing taxab]e income, 
the expenses paid during the taxable year, not compensated for by 
insurance or otherv-ise, for medical care of the taxpayer, his spouse, 
or a dependent within the limitations prescribed by that, section. For 
the purposes of section 218 of the Code, the term "medical care" to 
the extent pertinent here means amounts paid for the diagnosis, cure, 
mitigation, treatment, or prevention of disease, or for the purpose of 
a8ecting any structure or function of the body, or for transportation 
primarily for and essential to medical care. 

Section 1. 21:3 — 1(e) (1) (ii) of the Income Tax Regulations provides, 
in part, , that, deductions for expenditures for medical care allowable 
under section 218 of the Code will be confined strictly to expenses 
incurred primarily for the prevention or alleviation of a physical or 
mental defect or illness. 

Section 1 218 — 1(e) (1) (iii) of the regulations provides that, a capital 
expenditure which is related only to the sick person, and is not rePated 
to permanent improvement or betterment of property, if it otherwise 
qualifies as an expenditure for medical care, shall be deductible. For 
example, an expenditure for crutches, or an inclinator which is de- 
tachable from the property and purchased only for the use of a sick 
person, is deductible. Such items and others named in section 1. 218 — 1 

(e) (1) (iii) of the regulations are not, , hoivever, intended to be all 
inclusive. Revenue Ruling 58 — 8, C. B. 195&8 — 1, 154, holds that the cost 
of an "autoette" OI a, wheelchair, used primarily for the alleviation 
of the individual's sickness or disability, is a medical expense an. l 
deductible under section 21oo of the Code. 

Hand controls and other equipment specially adapted to pernait 
the operation or use of an automobile by a physically handicapped 

, individual and a mechanical device used to lift and place such a 
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handicapped individual in nn automobile are devices of the type 
described in section 1. 218 — 1(e) (1) (iii) of the regulations. 

Accordingly, the costs thereof are medical expenses within the 
meaning of section 218 of the Code and are deductible in computing 
taxable income within the limitations of that section. 

However, irrespective of the physical condition of the individual, 
the costs of operating the n, utomobile, ns a means of transportation 
that is not primarily for nnd essential to medical care, are not allow- 
able medical expense decluctions within the limitations of section 218 
of the Code. For exatnple, costs of comfnuting to or from the individ- 
ual's place of business or employment are nondeductible personal 
expenses. See item 8 of Revenue Ruling 55 — 261, C. B. 1055 — 1, 807, 
at page 80ci. 

PART VIII. — SPECIAL DEDUCTIONS FOR CORPORATIONS 

SECTION 248. — DIVIDENDS RECEIVED BY 
CORPORATIONS 

26 CFR 1. 248 — 1: Deduction for dividends re- 
ceived by corporations. 

(Also Sections 671, 676; 1. 671 — 4, 1. 676 (a) — 1. ) 

Rev. Rul. 66 — 72 

Where a trust empowers the corporate grantor to revest title to 
stock in the grantor, dividends received on such stock are considered 
as received bv the corporate grantor aml such grantor is eligible for 
the dividends received deIluction provided in section 243 of the 
Internal Revenue Code of 19:: 4. 

Advice has been requested whether a corporation is eligible for the 
clividends receivetl decluction, in accordance with section 248 of the 
Internal Revenue Code of 1054, under the circumstances described 
below. 

Three directors or ohtcers of' Y corporation, using assets of W, ac- 
quired on its behalf all of the stoclc of X corporation. The same three 
individuals then executed a trust incleniure declaring themselves 
trustees of X corporation stock Under the trust indenture the trus- 
tees vote the stock nnd hold the stock on the condition that all dividends 
received are payable directly to W to be used in A 's business as its own 
funds or to be distributed as diviclencls by ~Y to its stockholders. 

The trust is to inst for n period of, '30 years after the cleath of the last 
trustee at which time the stock of I' is to be distributed ratably to the 
then stockholders of ~Y. However, at any time before the end of such 
period, the board of clirectors of Y may require the trustees to sell the 
stock of. I' and distribute the proceeds as directed by such board of 
director. 

Section 676(a) of the Code provides the general rule that. the grantor 
of a trust shall be treatecl as the owner of any portion of the trust if 
a, t any time the power to revest in the grantor title to such portion is 
exercisable by the grantor. 

In the instant case Y corporation has retained power to retake the 
trust principal nt any time. The income of the trust belongs to L'. It 
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is concluded, therefore, that the trust is a revocable timist within the 
meaning of section 676(a) of the Code. X, in substance, is the grantor. 

Items of income, deductions and credits attributable to any portion 
of the trust which are treated as owned by the grantor are taken into 
account for income tax purposes on the income tax return of the 
grantor. Such items should not be reported by the trust on Form 
1041, U, S. Fiduciary Income Tax Return (for Estates and Trusts), 
but should be shown on a separate statement to be attached to that 
Form (section 1. 671 — 4 of the Income Tax Regulations) . 

Accordingly, dividends received from stock held by the trust are 
considered as received by X' and are, therefore, eligible for the divi- 
dends received deduction provided in section 243 of tlie Code. 

PART IX. — ITEMS NOT DEDUCTIBLE 

SECTION 268. — CAPITAL EXPENDITURES 

26 CFR 1. 268(a)-1: Capital expenditures; in Rev. Rul. 66 — 18 
general. 

(Also Sections 162, 611; 1. 162 — 1, 1. 611 — 8. ) 
In connection with the cultivation, as a trade or business, of 

Christmas trees for purposes of sale when they are more than six 
years old, the expenditures incurred for planting, basal pruning, 
stump culture aml shearing must be capitalized. Expenditures 
incurred for silvicultural practices, such as weeding, or cleaning, 
and noncommercial thinning are deductible as ordinary and neces- 
sary trade or business expenses. The cost of land improvements is 
capitalized in the land account or depreciated, depending on whether 
the useful life of such improvements is determinable. The cost of 
equipment purchased and other depreciable assets, such as culverts 
and fences, should be capitalized and recovered through the allow- 
ance for depreciation. 

Advice has been. requested relative to the Federal inconie tax treat- 
ment of certain expenditures incurred in connection witli the cultiva- 
tion of Christmas trees as a trade or business. 

The taxpayer grows and sells Christmas trees. In some areas he 
plants the trees, In other areas he cultivates and cuts trees that have 
been naturally seeded. The taxpayer in all iristances sells only those 
trees more than six years old, whether planted or naturally seeded trees. 
In planting seedlings, the taxpayer usually prepares the land prior to 
the actual planting. Eiowever, there are instances when the seedlings 
may be planted in one year and competing hardwood brush removed 
a year or two later to prevent sul&pression of seedlings. 

In connection with the cultivation of both planted and naturally 
seeded trees, the taxpayer incurs certain expenditures before the cut- 
ting of such trees; for example, expenditures for basal pruning, stump 
culture, shearing and silvicultural practices, such as weeding, or clean- 
ing, and noncommercial thinning. Basal pruning involves the removal 
of the lower limbs to stimulate heavier growth on the remainder of. 
the top portion of the tree. It is more commonly applied in natural 
stands and in many cases makes a marketable tree of one which other- 
wise would be too thin at 'the top. Stump ciilture involves careful 
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pruning of the stump to promote the growth of additional trees from 
the same stump. Hormones are sometimes used on the stump to stim- 
ulate sprouting. The pruning operation may be repeated each time a 
tree is cut from the stump. Shearing is a practice in which the ter- 
minal leader and the side branches are pruned to shape the tree. It is 
done primarily in planted stands and is usually done more than once 
to improve the shape and proportions of the tree. 

Weeding, or cleaning, is a silvicultural operation employed in young 
established stands to free small trees from weeds, vines, etc. , and to 
provide better growing conditions by liberating crop trees from other 
trees of a similar age but of less desirable species. It is sometimes 
done, especially in plantations, by cultivating between the rows or 
sometimes by spraying with selective herbicides. Noncommercial thin- 
ning is the removal of excess trees in immature stands to give the re- 
maining trees room to grow. 

In addition to the above, the taxpayer incurs other expenditures for 
road grading, ditching, fire breaks, culverts and fences. 

The general rules regarding capital expenditures, as set forth in 
section 1. 446 — 1(a) (4) (ii) and (iii) of the Income Tax Regulations, 
provide (1) that expenditures shall be properly classified as between 
capital and expense and (2) that in any case in which there is allowable 
with respect, to an asset a deduction for depreciation, amortization, 
or depletion, any expenditure (other than ordinary repairs) made to 
restore the asset or to prolong its useful life shall be added to the 
asset account. 

Section 1. 268(a) — 1 (a) and (b) of the regulations provides, in part, 
that no deduction shall be allowed for amounts paid or incurred to 
add to the value, or substantially prolong the useful life, of property 
owned by the taxpayer, or to adapt property to a new or difFerent 
use. 

Therefore, in general, it may be said that expenditures, paid or 
incurred in the business of growing Christmas trees for purposes of 
sale when they are more than six years old, must be capitalized when 
they (1) are for the acquisition of property having a useful life of 
more than one year; (2) add to the value of property owned by the 
taxpayer; (8) prolong the useful life of property owned by the tax- 
payer; or (4) adapt property to a new or different use. 

Such capital expenditures are to be treated in one of the following 
ways: (1) As an increase in the basis of the trees, recoverable through 
allowance for depletion as the trees are cut or as adjusted basis if the 
standing trees are sold; or (2) as part of the cost of depreciable prop- 
erty, recoverable through allowance for depreciation as provided in 
section 167 of the Internal Revenue Code of 19M; or (8) as not subject 
to depletion or depreciation. 

Section 1. 162 — 1(a) of the regulations provides that the ordinary 
and necessary expenditures directly connected with or pertaining to 
the taxpayer's trade or business, except items which are used as the 
basis for a deduction or credit under provisions of the law other than 
section 162 of the Code, may be deducted from gross income as business 
expenses. 

Section 1. 611 — 8(a) of the regulations provides that amounts paid or 
incurred in connection with the planting of timber (including planting 



for Christmas tree purposes) shall be capitalized and recoverable 
througli depletion allowances. 

Revenue Ruling 55 — 252, C. B. 1955 — 1, 819, holds that direct costs 
incurred in connection ivith reforestation by planting are capital ex- 
penditures. The ruling enumerates the following planting costs: (a) 
Preparation of the site, including any girdling or brush removal work 
to a8ord good growing conditions; (b) cost of seedlings; and (c) 
labor and tool expense, including depreciation of equipment used in 
planting, such as trucks, tree planters, etc. 

Brush removal work perfornied a year or two after planting is con- 
sidered to be proximately related to the establishment of the seedlings. 
Such work is essentially a part of the planting operation, and its cost 
should be capitalized. The cost of seedlings includes the amount ex- 
pended for those purchased and those planted and raised by the tax- 
payer. The labor and tool expense includes all costs involved in plant- 
ing the seedlings, including all amounts expended for transportation, 
supervision and labor, equipment rental and depreciation of owned 
equipment and tools used in connection with the planting. The por- 
tion of the depreciated cost of equipment tlius added to the basis of 
the seedlings should be proportionate to the use of the equipment or 
tools in planting as compared with the use of such equipment or tools 
in other activities of the taxpayer. 

Other expenditures that are capital in character include expendi- 
tures for basal pruning, stump culture and sliearing. Capitalized 
costs, such as the aforementioned, attributable to the planting and 
cultivation of Christmas trees, are recoverable (1) as adjusted basis 
when the standing trees are sold or (2) through allowances for deple- 
tion as the trees are cut. 

The cost of land improvements which have a useful life substantially 
beyond the taxable year, such as road grading, ditching and Eire breaks, 
should be capitalized. If such improvements do not have a deter- 
minable useful life, then the cost should be added to the basis of the 
land, to be recovered when the land is disposed of, as in a sale. If. they 
do have a determinable useful life, then the cost should be recovered 
through annual depreciation. In no case should their cost be added 
to the basis of tlie trees. 

The cost of equipment purchased and other assets having a limited 
and determinable life such as culverts and fences, should be capitalized 
and recovered through annual allowances for depreciation. But com- 
pare Revenue Ruling 55 — 252 for the rule concerning the treatment, of 
depreciation of equipment used in plant, ing as a planting cost and 
therefore a capital expenditure to be added to the basis of the 
seedlings. 

The expenditures for silvicultural practices such as weeding and 
noncominercial thinning are incurred after the trees become estab- 
lished and before they a~re ready to be cut. Such expenditures are in 
the nature of maintenance cliarges and are deductible as ordinary and 
necessary trade or business expenses. In the case of a thinning opera- 
t, ion which produces marketable trees, any amount received from the 
sale of the trees so removed is includible in gross incoine. 

Accordingly, in. the planting and cultivation of Christmas trees as 
a, ti ade or busiiiess the expenditures incurrecl for planting, basal prun- 
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ing, stump culture, an(1 shearing must, be capitalized and added to the 
basis of the standing trees. These expenditures are recoverable as ad- 
justed basis when the standing trees are sold or through depletion 
allowances as the trees are, cut. Expenditures incurred for silvicul- 
tural practices, such as weeding, or cleaning, and noncommercial thin- 
ning are deductible expenses. The cost of la~nd improvements is capi- 
talized in the land account or depreciated, depending on whether the 
useful lii'e of such improvements is determinable. The cost of equip- 
ment purchased anil other depreciable assets (to the extent not used 
in connection with the planting of Christmas trees) such as culverts 
and. fences, should be capitalized and recovered through allowances for 
depreciation. 

SECTION 274. — DISALLOWANCE OF CERTAIN 
ENTERTAINMENT, ETC. , EXPENSES 

26 CFR 1. 274 — 5: Substantiation requirements. 

Simplified method i'or corriputing deductions for the costs of oper- 
ating passenger automobiles for business purposes. See Rev. Proc. 
66 — 10, page 622. 

Reporting of reimbursements for business transportation and travel 
expenses where one employee properly accounts to the employer for 
a group of employees. See Rev. Rul. 66 — 78, page 88. 

SUBCHAPTER C. — CORPORATE DISTRIBUTIONS AND ADJUSTMENTS 
PART I. — DISTRIBUTIONS BY CORPORATIONS 

Subpart A. — Etteets on Recipients 

SECTION 801. — DISTRIBUTIONS OF PROPERTY 
26 CFR 1. 801 — 1: Rules applicable with respect, 

to distributions of money and other prop- 
erty. 

Whether the receipt of cash by a common parent corporation from 
its subsidiary during a consolidated return period, in redemption bI 
the subsidiary of all of its preferred stock all of which is held by the 
parent corporation, constitutes an intercompany dividend to be elim- 
inated in computing the consoli&latecl taxable income. See Rev. Rul. 
66 — 87, page 200. 

SECTION 802. — DISTRIBUTIONS IN REDEMPTION OF 
STOCIZ 

26 CFR 1. 302 — 2: Redemptions not taxable as dividends. 
Whether the receipt of cash by a common parent corporation from 

Its subsidiary, &luring a consoliclatecl return period, in reclemption by 



the subsidiary of all of its preferred stock, all of which is held by the 
parent corporation, constitutes an intercoinpany dividend to be elim- 
inated in computing the consolidated taxable income. See Rev. Rul. 
66-~7, page 209. 

Subpart B. — Eifccts on Corporation 

SECTION 812. — EFFECT ON EARNINGS AND PROl ITS 
26 CFR 1. 812 — 6: Earnings and profits. 
(Also Section 61; 1. 61 — 12. ) 

A corporation has several issues of bonds outstanding, some of 
ivhich were issued at a premium, and others at a discount. Such 
premium and discount are amortizable over the life of the bonds and 
are refiected in taxable income in accordance with section 1. 61 — 12(c) 
of the Income Tax Regulations. 

Hebe, amortizable premium and discount with respect to bonds is- 
sued by the corporation are refiected in its earnings and profits avail- 
able for the payment of dividends in the same amount, and in the 
same taxable year that, they are properly includible or deductible in 
computing taxable income. Held further, there is no adjustment to 
earnings and profits available for the payment of dividends for the 
amount, of unamortized bond premium or discount in respect of bonds 
outstanding at the end of any taxable year. 

Subpart C. — Definitions; Constructive Ownership of Stock 

SECTION 816. — DIVIDEND DEFINED 
26 CFP 1. 816 — 1: Dividends. 

Whether the receipt of cash by a common parent corporation from 
its subsidiary, during a consolidated return period, in redemption by 
the subsidiary of all of its preferred stock, all of which is held by the 
parent corporation, constitutes an intercompany dividend to be elim- 
inated in computing the consolidated taxable income. See Rev. Rul. 
66-87, page 200. 

SECTION 817. OTHER DEFINITIONS 

26 CFR 1. 817 — 1: Property defined. 

Whether the receipt of cash by a common parent corporation from 
its subsidiary, during a consolidated return period, in redemption by 
the subsidiary of all of its preferred stock, all of which is held by 
the parent corporation, constitutes an intercompany dividend to be 
eliminated in computing the consolidated taxable income. See Rev. 
Rul. 66 — 87, page 209. 



PART II. — CORPORATE LIQUIDATIONS 

Subpart A. — Ettects on Recipients 

SECTION 331. — GAIN OR LOSS TO SHAREHOLDERS IN 
CORPORATE LIQUIDATIONS 

26 CFR 1. 831 — 1: Corporate liquidations. 

Transfer of the assets of a "section 1861 corporation' to a new legal 
corporation. See Rev, Rul. 66 — 25, page 195. 

SECTION 333. — ELECTION A. S TO RECOGNITION OF GAIN 
IN CERTAIN LIQUIDATIONS 

26 CFR 1. 888 — 1: Corporate liquidation in 
some one calendar month. 

(Also Section 884; 1. 884 — 2. ) 

Rev. Rul. 66 — 81 

Where a corporation is liquidated under section 333 of the Internal 
Revenue Code of IM4 and the goodwill of the corporation has 
value in the hands of its shareholders, a portion of the basis of the 
shareholders' stock must be allocated to the goodwill. 

Advice has been requested whether the goodwill of a corporation, 
liquidated under section 888 of the Internal Revenue Code of 1954, is 
property to which a portion of the shareholders' basis in their stock 
must be allocated where the shareholders continue the business of the 
corporation as a partnership under the circumstances described below. 

A corporation using the accrual method of accounting operated a 
catering service for m~any years. Its four shareholders, who were also 
its clirectors and employees, elected to liquidate the corporation under 
section 388 of the Code. The liquidation was thereupon eGected in 
conformance with the provisions of section 888 of the Code. Each 
shareholder made and filed timely elections uncler subsections (c) and 
(d) of section 883 of the Code. Immediately thereafter the share- 
holders formed a partnership which continued the business of the 
corporation without interruption, in the same location, with substan- 
tially the same name and with the sa, me customers. 

Section 1. 888 — 1(b) of the Income Tax Regulations requires the 
transfer of all the property, both tangible and intangible~ of the 
liquidating corporation to its shareholders. Good~ill is an intangible 
asset and where the shareholders continue the business of the liquidated 
corporation, its goodwill may have value in the hands of its share- 
holders. See 3Torfh Arltericc!I& Service Co. . I)ic. , 88 T. C. 677 (1960) & 

acquiescence C. B. 1960 — 2, 6. 
Section 884(c) of the Code provides that the basis of property 

received in liquidation under section 888 of the Code shall be the same 
as the basis of such stock canceled or redeemed in the liquidation, 
decreased in the amount of any money received by the shareholder, 
and increased in the amount of gain recognized to him. 



Section 1. 334 — 2 of the regulations prot ides that the basis of such 
stock, as adjusted thereunder, should be allocated to the various assets 
receivaed on the basis of thei~r net fair market values. In ji'umph E. 
OarI'ow, 43 T. C. 890 (1905) the Tax Court held that this manner of 
allocation is mandatory. 

Where in a liquidation under section 333 of the Code the good~ill 
of a, corporation has value in the hands of its shareholders, a portion 
of the basis of the shareholders' stock must be allocated to it. 

Since the paitnership formed by the shareholders was operated so 
that its customers recognized it as a continuation of the business of the 
corporation, the good~vill of the corporation had value in the hands 
of the shareholders. 

Accordingly, where a corporation is liquidated under section 333 of 
the Code and the goodwill of the corporation has value in the hands 
of its shareholders, a portion of the basis of the shareholders' stock 
must be allocated to the goodwill. 

SECTION 334. — BA. SIS OF PROPERTY RECEIVED IN 
LIQUIDATIONS 

20 CFR 1. 334 — 2: Property received in liquida- 
tion under section 333. 

Whether, in a liquidation qualifying under section 333 of the Code, 
a portion of the basis of the shareholders' stock must, be allocated to 
the goodwill of the corporation when the shareholders of the corpora- 
tion continue its business as a partnership, without interruption, in 
the same location, vs ith substantially the same name and with the same 
customers. See Rev. Rul. 66 — 81, page 64. 

PART IIE — CORPORATE ORGANIZATIONS ANII REORGANIZATIONS 

Subpart A. — Corporate Organizations 

SECTION 351. — TRANSFER TO CORPOR4TION CON- 
TROLLED BY TRANSFEROR 

20 CFR 1. 351 — 1: Transfer to corporation 
controlled by transferor. 

A. transfer of the assets of a "section 1361 corporation" to a new 
legal corporation. See Rev. Hul. 60 — 25, page 195. 

Treatment of receipt by a transferor of the right to receive additional 
stock of the transferee. See Pter. Ilul. 60 — 112, page 08. 



26 CFR 1. 851 — 2: Receipt of property. 

Applicability of the provisions of section 857(c) of the Code to 
transferors in an exchange under section 851 of the Code. See Rev. 
Rul. 66 — 142, below. 

Subpart B. — Etlects on Shareholders and Security Holders 

SECTION 854. — E CHANGES OF STOCK AND SECURITIES 
IN CERTAIN REORGANIZATIONS 

20 CFR 1. 854 — 1: Exchanges of stock and 
securities in certain reorganizations. 

Whether the exchange of stock in a corporation, a party to a reor- 
ganization, for a right to receive additional stock in a corporation, a 
party to the reorganization, qualifies as an exchange of stock for stock. 
See Rev. Rul. 66 — 112, pag~e 68. 

Nonrecognition of gain on an exchange of stock for stock merely to 
reflect a change in name in a foreigli corporation. See Rev. Rul. 
60 — 171, page 181. 

SECTION 850. — RECEIPT OF ADDITIONAL 
CONSIDERATION 

26 CFR 1. 850 — 1: Receipt of additional consid. - 
eration in connection. with an exchange. 

Whether the receipt of a right to receive additional stock of a cor- 
poration, a party to a reorganization, is additional consideration. See 
Rev. Rul. 66 — 112, page 68. 

SECTION 857. — ASSUMPTION OF LIABILITY 
20 CFR 1. 857 — 2: Liabilities in excess of basis. 
(Also Section 851; 1. 851 — 2. ) 

In an exchange to ivhich section 851 of the Internal Revenue Code 
of 1Ã4 is applicable, the provisions of section 857(c) of tlie Code 
apply separately to each transferor so that the gain to each transferor 
is the excess of the sum of the amount of his liabilities assumed over 
(he adjusted basis of all property transferred by him pursuant to the 
excliange determinecl ivithout regard to the adjusted basis and liabil- 
ities of any other transferors. 

Subpart D. — Special Rule; Definitions 

SECTION 867. — FOREIGN CORPORATIONS 
26 CFR 1. 867 — 1: Foreign corporations. 

Nonrecognition of gain on an exchange of stock for stock merely 
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to ieflect a, change in name in a foreign corporation. See Rev. Rul. 
00 — 171, page 181. 

SECTION 308. — DEFINITIONS RELATING TO CORPORATE' 
REORGANIZATIONS 

20 CFR 1. 368 — 1: Purpose and scope of excep- 
tion of reorganization exchanges. 

Rev. Rul. 00 — 23 

Where, under a plan of reorganization, a shareholcler of the trans- 
feror corporation receives stock in the transferee corporation 
subject to a court order to dispo e of all of the stock received within 
7 years, the continuity of interest requirements of the reorganization 
provisions are satistiecl if the shareholder at the time of the reorga- 
nization has no preconceived plan or arrangeinent for disposing of 
the stock received. 

Advice has been requestecl whether a, statutory i»erger pursuant to 
applicable State law constitutes;i reorg;inization as defi»ecl in section 
368(a) (1) (A. ) of the Internal Revenue Code of 1054 when a, share- 
holcler ivho owns 60 percent of the outstancling stock of the tra, nsferor 
! orporation is subject to a rourt orcler to clives~t itself within 7 years of 
all of the stock of the transferee corporation receivecl in the merger. 

. Y corpor;ition ownecl 00 percc»t of the outstancling shares of E 

corporation. The remaining 40 percent of the outstandiiig E' stock 
ivas publicly oivnecl. In 1061, the IEnitecI States brought suit aga, inst 
X anc1 X alleging that X's ownership of X stock ivas in violation of 
the antitrust 1!iws. In 1005, a, consent, clecree was enterecl orclering X 
to merge with unrelated Z corporation. ln the merg&cr Y received 18 
percent, of the outstancling stock of Z. The former . torkholclers of 
I . other tha!i . i, received 12 percent of the outsta»cling stork of Z. 
The consent decree orclered I. v;-ithin 7 ye;irs to divest itself. of all the 
Z stock which it receivecl in the merger. Uncler the decree. l hacl the 
clioice of holding the shares of Z or disposing of them in any man»er 
it wishecl cluring the 7-year periocl. At the time of the nierger Y hacl 
no preconceived plan or arrangenient for disposing oi any of the Z 
shares it receivecl although it knew that it had to clispose of all the 
shares within 7 years. 

Section 368(a) (1) (A) of the Cocie provicles in p;irt that, for the 
purposes of parts I, II, ancl III of subchapter C of chapter 1 of sub- 
title A of the Cocle, the term "reorganization" mc;ins — 'a statutory 
merger or consolidation. " Amo»« the requisites to a, reorganizatio» 
iincler the Code is that of a continiiity of interest on the patt of those 
persons who, clirectly or inclirectly, were the owners of the enterprise 
prior to the reorganization, See section 1. 368 — 1(b) of the Income Tax 
Regulations. Tlie interest continued must be definite and material 
and must represent a substantial part of the value of the property 
transferred. See HeA!eiiz!g v. i/lii!wesota Teo, Co. , 290 U. S. 378 
(1!)35), Ct. D. 1000, C. B. XV — 1. 189 (1930), 

In the instant case, ~Y, tlie indirect owner of tlie enterprise prior to 
the reorganization, receivecl only a stock interest. in Z, the corpor;ition 
which continued the enterprise. But. I received the Z sto~k subject 
to tlie court's orcler to divest itself of the Z stock within 7 years, 

Under these circumstances, ~Y receivecl as a, result of the merger a» 
interest in Z. the corporation which continuecl the enterprise. i&lore- 

22, & — oss' — 66 — 6 



over, that interest was stock representing an ownership interest and in 
t, he absence of any plan or arrangement for disposition oi such stock no 
other person at the time of the merger had any interest in the stock. 
For a, period of 7 years after the merger X had complete discretion to 
retain the stock or to dispose of it without restriction as to the manner 
of disposition. Hence at the time of the reorganization and for such 
period up to 7 years as X sees fit in its complete discretion, X will 
possess all the benefiits and will be subject to all the risks of ownership. 

It is the position of the Internal Revenue Service that the continuity 
of interest requirements of a reorganization can be satisfied where the 
sliarcholder of the transferor corporation receives stock of the trans- 
feree corporation without any preconceived plan or arrangement for 
disposing of any of the stock and with unrestricted rights of owner- 
ship for a period of time sufiicient to warrant the conchision that such 
ownership is definite and substantial, notwithstanding that at the 
time of the reorganization the shareholder is required by a court decree 
to dispose of the stock before the end of such period. Ordinarily, the 
Service will treat 5 years of unrestricted rights of ownership as a su%- 
cient period for the purpose of satisfying the continuity of interest 
requirelnents of a reorganization. 

Further, if in fact X does sell some or all of the Z shares within 5 
years of the date of the reorganization, the status of the reorganization 
will not be affected, since at the time of the reorganization X had no 
preconceived plan or arrangement for such sales. 

Accordingly, since X has 7 years of complete discretion as to 
whether it will retain or dispose of the Z shares received in the re- 
organization, the shares received by X' are held to represent a continu- 
ing interest in the enterprise. 

(Also Sections 851, 854, 656; 1. 851 — 1, 1. o54 — 1, 
1. 856 — 1. ) 

Rev. Rul. 66 — 1lo 

I&'or purposes of determining whether a trausactiou qualifies as a 
reor anization under section 868(a) (1) (B) of the Internal Reveuue 
Code of 1964, the provision for a nonassignable coutingent contrac- 
tual right to receive only additional voting stock provided for in a 
plan of reorganization does uot violate the "solely for voting stock" 
requirement of section 868(a) (1) (B) of the Code. 

Revenue Ruling 67 — 586, C. B. 1957 — 2, 249, distiuguished. 

Advice has been requested whether the transaction described below 
satisfies the "solely for voting stock" requirement of section 868(a) 
(1) (B) of the Internal Reventie Code of 1%4. 

The capital stock of cV corporat, ion was owned equally by X corpora- 
tion and T corporation. For good business reasons X was interested 
in acquiring X"s one-half interest in sV. Because 3f was closely held 
it was difiicult to ascertain the fair market value of the 3f stock. Ac- 
corclingly, X and X entered into an agreement pursuant to which X 
transferred its one-half interest, in 31 to X in exchange for 40, 000 shares 
of X's vo(in«stock. In addition, the agreenient accorded X the right 
to receive additional shares of 3"s voting stock in each of the succeed- 
ing 4 years following the date of the initial exchange in which 3I's net 
inc~ome exceeded a specified amount, . If 3f's net income in the succeed- 
ing 4 years did not exceed the specified amount, no additional shares 
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were to be received by W. The maximum number of additional shares 
of X voting stock which could be received under the plan of reorganiza- 
tion was 20, 000 shares. The right to receive such additional shares 
was not assignable and such right could give rise to the receipt of only 
additional voting stock. 

Section 368(a) (1) (B) of the Code provides that the term "reorgani- 
zation" includes the acquisition by one corporation, in exchange solely 
for all or a part of its voting stock, of stock of another corporation if, 
immediately after the acquisition, the acquiiing corporation has con- 
trol of such other corporation ( whether or not such acquiring corpora- 
tion had control immediately before the acquisition). 

Section 354(a) (1) of the Code provides that in general no gain or 
loss shall be recognized if stock or securities in a corporation a party 
to a reorganization are, in pursuance of a plan of reorganization, ex- 
changed solely for stock or securities in such corporation or in another 
corporation a party to the reorganization. 

The "control" requirement of section 368(a) (1) (B) of the Code is 
clearly satisfied since X owns all of the stock of sV immediately after 
the initial exchange. The only question remaining is whether the 
"solely for voting stock" requirement has been met. Whether this 
requirement has been met is dependent on the treatment to be accorded 
the contractual right of Z to receive additional voting shares of X 
based upon the net income of SI. If such right is considered other 
property, the "solely for voting stock" requirement of section 368(a) 
(1) (B) of the Code will not have been satisfied nor will the require- 
ments of section 354(a) of the Code have been met. 

Under the facts of this case, the reorganization exchange has been 
fully consummated, except insofar as the contingent contractual right 
to receive additional voting stock of E' is concerned. This right is not 
assignable and it can give rise to only additional E' voting stock. 
Because of this and the fact that only voting stock has been and can 
be issued under the terms of the plan of reorganization, the initial re- 
ceipt by X' of 40, 000 shares of 0' voting stock and the later receipt by X 
of up to 20, 000 additional shares of such stock that may be issued in 
the 4-year period following the initial exchange will satisfy the "solely 
for voting stock" requirement of section 368(a) (1) (B) of the Code. 

In James C. Harnrick, 43 T. C. 21 (1964), the Tax Court held that 
taxpayer's contractual right to receive additional stock, contingent. 
upon the earnings of the corporation exceeding a specified amount, , is 
the equivalent of "stock or securities" within the meaning of section 
351(a) of the Code so that the receipt of additional shares in later 
years pursuant to the original incorporation agreement does not result 
in recognizable gain to him. The Tax Court relied to a large extent on 
Carlberg v. Umited 8tates, 281 Fed. (2d) 507 (8th Cir. , 1960), in sup- 
port of its conclusion, which case confiicts with the Service's position as 
announced in Revenue Ruling 57 — 586, C. B. 1957 — 2, 249. 

The position expressed above that a reorganization exchange can be 
fully consummated, except insofar as the right to receive additional 
stock is concerned, is equally applicable to section 351 exchanges. 
Since the contingent contractual right in, Aiuie~ C. Ham&. -~'ck was not 
specifically assignable nor readily marketable ancl could only give rise 
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to the receipt of additional stock by one who was a party to the transfer, 
both the "stock or securities" and the "control" tests of section 851(a) 
of the Code were satisfied. Accordingly, the Internal Revenue Service 
acquiesces in result only in James C. IXumriek. See page 2 of this 
Bulletin. 

The facts involved in the present case and in James C. Hayrick are 
distinguishable from those in Revenue Ruling 57 — 586 which, contrary 
to CarNerg, holds that, negotiable certificates distributed to share- 
holders of an acquired corporation in connection. with a statutory 
merger, representing contingent interests in shares of the common 
stock of the surviving corporation to be issued in certain eventualities 
along with cash representing the value of dividends which would have 
been paid. in the meantime, are considered "other property" within the 
meaning of section 656 of the Code, relating to the treatment of 
additional consideration received in connection with reorganizations 
and other distributions. 

In that ruling, a mere contract right only to future distributions of 
stock provided for in a reorganization agreement was not in question. 
The question was whether negotiable certifiicates of continpent interest 
ivere merely evidence of the existing right to receive additional com- 
mon stock or whether they provided the holder of such certificates 
with something more. Since the issuance of these certificates created 
a transferable interest which contained a dividend income element, it 
was determined that the holder had been granted something more than 
a mere right to receive additional common stock. Therefore, the 
certificates were considered "other property" under section 856 of 
the Code. 

In the present case the contingent contractual right to additional 
voting stock in the future is not assignable and can only ripen into 
additional voting stock. Accordingly, under the circumstances set 
forth above, the existence of this right will not, be treated as violating 
the "solely for voting stock" requirement of section 868(a) (1) (B) of 
the Code. 

The facts of every delayed stock issuance case, whether arising under 
section 868 or section 351 of the Code, will be carefully examined to 
insure that bona fide business reasons justify not issuing all of the 
stock immediately, and will also be examined to insure that stock 
issued as a bonus or compensation to the exchanging shareholders is 
not treated as received in the exchange. 

For the effect section 488 of the Code, dealing with interest on certain 
deferred payments, has on delayed issuance of stock exchanges see 
sections 1. 483 — 1(b) (6) Example 7, 1. 488 — 1(e) (3) Example 2 and 
1. 486 — 2(a) (2) of the Income Tax Regulations. 

Revenue Ruling 57 — 586, C. B. 1957 — 2, 249, distinguished. 
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SUBCHAPTER D. — DEFERRED COMPENSATION, ETC, 

PART I~PENSION, PROFIT-SHARING, STOCK BONUS PLANS, ETC. 

SECTION 401. — QUALIFIED PENSION, PROFIT-SHARING, 
A. ND STOCI& BONUS PLANS 

26 CFR 1. 401 — 1: Qualified pension, profiit- Rev. Rul. 66 — 11 
sharing, ancl stock bonus plans. 

A. pension, profit-sharing, or stock bonus plan which qualifies 
under section 401(a) of the Internal Revenue Code of 1054 must 
provide for full vesting of an employee's interest upon attaining 
normal retirement age, or the stated age, and completion of the re- 
quired years of service and any other reasonable requirements set 
forth in the plan, and the distribution of such employee's interest 
must commence at that time. However, if employment is continued 
beyond normal retirement age, or the stated age, distribution of the 
emplovee's interest may be deferred to actual termination of employ- 
ment except that, in the case of plans which include owner-employ- 
ees, distribution of an owner-employee's interest must commence to 
be paid to him no later than age 70I/2. 

Advice has been requestecl as to the requirement for vesting of an 
employee's interest under a plan which is intended to qualify under 
section 401(n) of the Internal Revenue Code of 1954 and for distribu- 
tion of such interest when an employee reaches normal retirement age, 
in the case of a pension plan, or attains the stated age, in the case of 
a profit-sharing or stock bonus plan, including plans covering owner- 
employees. 

Revenue Ruling 65 — 178, C. B. 1965 — 2, 94, nt page 122, provides in 
Part 5(g), that an employee who has renchecl the normal retirement 
nge, in the case of a pension plan, and hns fulfilled the sell ice require- 
ment ancl other uniformly applicable provisions of the plan must be 
permitted to retire and to commence receiving the benefits paynblc 
under the plan. In the case of a profit-sharing or stock bonus plan 
an employee Inust be permitted to commence receiving benefits payable 
upon attainment of a stntecl age or the occurrence of an event as speci- 
fied in section 1. 401 — 1(b) (ii) of the Income Tax Regulations. In any 
case, provision may be made for continued employinent beyond normal 
retirement age, or stated age or occurrenm of a specified event, but 
upon separation from the service of the employer after such nge has 
been attained or event has occurred, distributions must conmience. 
Where, however, an employee has separated from the service before 
attainment of normal retirement or stated age, the plan may provide 
for deferment of distributions of his vested interest to a time no later 
than attainment oi such age. 

Under section 401(n) (9) of the Code as amended by the Self-Em- 
ployecl Inclividunls Tax Retirement Act of 1962, Public Law 87 — 792, 
C. B. 1962 — 8, 89, a plan which includes self-employecl inclividuals 
must provide for the commencement of distributions of nn owner- 
employee's interest no later than age 701/s, or in the case of nn employee 
other than an owner-employee, on retirement if later than nge 701/s. 

In meeting the requirements& for qualificatio under section 401 of 
the Code a plan, other than a bond purchase plan within the purview 
of section 405 of tlie Code, which includes self-employecl individuals 
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will be classified either as a pension plan as defined in section 
1. 401 — 1(b) (i) of the regulations, or as a profit-sharing or stock bonus 
plan as defined in section 1. 401 — 1(b) (ii) and (iii) of the regulations. 
The rules with respect to normal retirement age in the case of a pen- 
sion plan, or the stated age in the case of a profit-sharing or stock 
bonus plan will similarly apply. 

Accordingly, a qualified plan must provide for commencement of 
distributions of an employee's interest no later than actual retirement 
after attainment of normal retirement age, stated age, or occurrence 
of a specified event, and completion of service and other reasonable 
and uniforin requirements, except, in the case of an owner-employee, 
no later than age 701/s. 

Rev. Rul. 66 — 10 

An employees' pension plan, intended to qualify under section 
401a of the Internal Revenue Code of 1054, limits participation to 
salaried employees and excludes hourly paid employees who are not 
covered under a comparable plan. Eleven of the twenty-six partici- 
pants are either oiticers, shareholders, supervisors, or highly com- 
pensated employees. The compensation of each of the remaining 15 
participants is substantially the same as that of the 83 excluded 
hourly paid employees. Held, under these facts, the coverage re- 
quirement of section 401(a) (g) (B) of the Code is satisfied regard- 
less of whether the excluded employees are covered under a similar 
or comparable plan. 

Advice has been requested whether an employees' pension or profit- 
sharing plan which limits participation to salaried employees and ex- 
cludes hourly paid employees v-ould, by reason of this fact alone, fail 
to meet the nondiscriminatory coverage requirement of section 401(a)— 
(3) (8) of the Internal Revenue Code of 1964. 

A corporate employer established a pension plan under which par- 
ticipation is limited to full-time salaried employees. Hourly paid em- 
ployees are excluded and they are not covered under any other plan of 
deferred compensa(ion. Of a total of 109 full-time employees, 83 are 
hourly paid and therefore cannot participate. The remaining 06 
employees are salaried and covered under the plan. Among these Ã 
participants, 11 are. either officers, shareholders, persons whose 
principal duties consist in supervising the work of other employees, 
or highly compensated employees. The compensation of each of the 
remaining 15 participants is substantially the same as that of the ex- 
cluded hourly paid employees. 

The issue in this case is whether a plan intended to qualify under 
section 401(a) of the Code may limit, coverage solely to salaried em- 
ployees and still satisfy the nondiscriminatory classification require- 
ment of section 401(a) (3) (8) of the Code. . 

Section 401(a) of the Code provides, in part, that a trust forming 
a part, of a stock bonus, pension, or profit-sharing plan of an employer 
for the exclusive benefit of his employees or tlieir beneficiaries con- 
stitutes a qualified trust provided it meets the further requirements 
sct forth in such section as to, among other things, coverage. Section 
401(a) (3) of the Code, relatino to coverage, provides tliat the plan 
must benefit either a number of employees wliich is at least equal to 
that detel minecl uncler the percentage provisions o. section 401(a) (3) 
(A) of tlie Code, or such einployees who qualify under section 401(a)- 
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(8) (B) of the Code relating to a classification set up by the employer 
and found by the Secretary or his delegate not to be discriminatory 
in favor of employees who are officers, shareholders, persons whose 
principal duties consist, in supervisino the work of oth~er employees, or 
highly compensated employees. 

Section 1. 401 — 1(b) (8) of the Income Tax Regulations provides, in 
part, that a plan must benefit the employees in general, although it 
need not provide benefits for all of the employees. A plan is not f' or 
the exclusive benefit of employees in general if it, discriminates either 
in eligibility requirements, contributions, or benefits in favor of em- 
ployees who are officers, shareholders, supervisors, or highly com- 
pensated employees. All the surrounding and attendant circum- 
stances an&1 the details of the plan will be indicative of whether it is 
a bona fide plan for the exclusive benefit, of employees in general. 

Section 401(a) (5) of the Code provides, in pertinent part, that, 
a classification shall not be considered discriminatory within the 
meaning of section 401(a) (8) (B) of the Code vr&erely becunae it is 
limited to salaried or clerical employees. Section 401(a) (5) of the 
Code sets out certain classifications of employees which will not, in 
themselves be considered discriminatory. This section does not stand 
alone but must be considered in conjunction with section 401(a) (8)- 
(B) of the Code. See section 1. 401 — 8 (d) and (e) of the regulations. 
This position is one of long standing and originated with the Revenue 
Act of 1942, which inserted paragraph 5 in section 165(a) of the In- 
ternal Revenue Code of 1989. [Section 401(a) (5) of the 1954 Code. ] 
See Senate Report No. 1681, 77th Congress, 2d session, C. B. 1942 — 2, 
504, at 606. See also discussion in Revenue Rulings 66 — 14, page 75, 
this Bulletin, and 66 — 18, below. 

In this case the employer has adopted a plan intended to qualify 
under section 401(a) of the Code, with eligibility limited to salaried 
employees. Since this classification does not result in covering pri- 
marily employees in whose behalf discrimination is prohibited, the 
nondiscriminatory requirement of section 401(a) (8) (B) of the Code 
is met. 

In Revenue Ruling 66 — 15, page 88, this Bulletin, the salaried classi- 
fication was found to be discriminatory and therefore the coverage 
of hourly paid employees under a plan similar or comparable to that 
of the salaried plan had to be considered. This is not the case here. 
The salaried classification in the instant case is found to be nondis- 
criminatory within the meaning of section 401(a) (8) (B) of the Code 
and, therefore, it is immaterial whether the excluded employees are 
covered under a similar or comparable plan. 

Accordingly, it is held, upon the basis of the above-slated facts, that 
the pension plan of the employer which limits participation to em- 
ployees who are compensated on a salary basis satisfies the coverage 
requirement of section 401(a) (8) (B) of the Code, regardless of 
whether the excluded employees are covered. under a similar or com- 
parable plan. 

Rev. Rul. 66 — 18 
A prost-sharing plan limited to salaried or clerical employees 

which results in covering only individuals ivho are officers, share- 
holders, highly paid, or supervisory employees, to the ex& lusion of 
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lower paid wage earners, does not meet the coverage requirements 
of section 401(a) (3) (8) of the Internal Revenue Code of 1954. 

Advice has been requested whether coverage under a profit-sharing 
plan is acceptable within the meaning of section 401(a) (3) (B) of the 
Internal Revenue Code of 1954, where it is limited to salaried or cleri- 
cal employees and the eAect of such classification results in covering 
employees all of whom are officers, shareholders, persons whose prin- 
cipal duties consist in supervising the work of other employees, or 
highly compensated employees. 

An employer established a profit, -sharing plan for the benefit of 
his full-time salaried employees. Under the plan's eligibility require- 
ments, all salaried or clerical employees who have attained the age of 
80 and have completed 6 months of service may participate. The em- 
ployer has 20 employees, 2 of whom meet the eligibility requirements 
and are plan participaiits. Of the 18 ineligible employees, 17 are 
excluded because they are hourly rated. The other excluded employee 
is salaried but does not meet the service or minimum age requirements 
under the plan. 

The two participants are officers and supervisors and each is com- 
pensated at; a substantially higher rate than the hourly rated em- 
ployees. The employer makes no contributions to any qualified de- 
ferred compensation plan for the benefit, of the hourly paid employees. 

A plan intended ta qualify under section 401(a) of the Code must, 
among other requirements, benefit employees in general. Section 
401(a) (8) of. the Code prescribes two alternative rules for employee 
coverage. The first, set forth in subparagraph (A) of such section, 
calls for coverage of at, least 70 percent, of the employer's employees 
or, if at least 70 percent of such employees are eligible to participate, 
coverage of 80 percent or more of the eligible employees satisfies this 
requirement, . In each case there are excluded from consideration all 
employees who have been employed not more than a minimum period 
prescribed by the plan, not exceeding 5 years, employees whose cus- 
tomary employment is for not more than 20 hours in any one week, 
a, nd employees whose customary employment is for not inore than 
5 months in any calendar year. The other rule for employee cover- 
age, in subparagraph (B), provides for a classification set up by the 
employer and found by the Secretary or his delegate not to discrimi- 
nate in favor of employees who are officers, shareholders, supervisors, 
or highly compensat, ed. 

Coverage under this plan does not satisfy the percentage require- 
ment of section 401(a) (8) (A) of the Code. Therefore, if it is to 
qualify as to coverage, it must be demonstrated that the plan covers a 
classification of employees, as described in section 401(a) (8) (B) of 
the Code, which does not discriminate in favor of. officers, shareholders, 
highly paid, or supervisory employees. 

The first sentence of section 401(a) (5) of the Code provides, in 
pai4, that a classification of employees shall not be considered dis- 
criminatory within the meaning of section 401(a, ) (8) (B) of the Code, 
merely because it excludes employees the whole of whose remunera- 
tion constitutes wages under section 8121(a) (1) of the Code (relat- 
ing to tlie Iiederal Insurance Contributions Act) or inerely because 
it is limited to salaried or clerical employees. 
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Section 1. 401 — 1(b) (8) of the Income Tax Regulations provides in 1 

part, ' All of the surrounding and attentbrrrt circumstance es and 
the details of the plan will be indicative of whether it is a, bona firle 
stock bonus, pension, or profit-sharing plan for tlie exclusive benefit 
of employees in general. The law is concerned not only with the 
form of a plan but also with its efFects in operation. For example, 
section. 401(a) (5) specifies certain provisions which of themselves 
are not, discriminatory. However, this does not mean that a plan 
containing these provisions may not be discriminatory in actual 
operation. " 

Part 4(c) of Revenue Ruling 65 — 178, C. B. 1065 — 2, 94, at. 112, states, 
in part, that in lieu of meeting the percentage requirements of section 
401(a) (3) (A) of the Code, an employer may set up a classification of 
employees which, if found. by the Commissioner of Internal Revenue 
not to cliscriminate in favor of the enumerated groups, will satisfy 
the requirements of section 401(a, ) (3) (B) of the Code. 

A plan. covering only salariecl or clerical employees may qualify 
depending on the facts and circumstances of the particular case. The 
reference to salarierl and clerical employees in the first sentence of 
section 401(a) (5) of the Code clearly indicates that a plan under 
which participation is so limited will not be considered cliscriminatory 
merely because of such limitation. On the other hand this cloes not 
mean that all such classifications are ipso facto, nondiscriminatory. 
If tire use of a salaried or clerical classification, or any other classifica- 
tion, results in covering primarily employees in whose favor discrimi- 
nation is prohibited, the requirements of section 401(a) (8) (B) of the 
Code are not met. Section 401(a) (5) of the Code does not make a 
classification acceptable under section 401(a) (8) (B) of the Code 
v;here such classification results in discrimination in favor of o(Frcers. 
shareholders, highly paid, or supervisory employees. 

In the case under consideration the employer employs 20 persons 
and has established a profit-sharing plan providing coverage uiuler a 
classification which benefits only two inclivicluals. The two covered 
employees are o(ficns. shareholders, supervisors, and are highly com- 
pensaterl when compared to tire hourly rated employees exclrrdecl from 
participation. Thus, the efFect of this classification discriminates in 
favor of the enumeratecl group and the plan therefore cloes not. meet 
the coverage requirement of section 401(a) ('3) (B) of the Cocle. 

Rev. Rul. 66 — 14 

profit-sharing plan will fail of qualificatio under section 
401(a) of the Internal Revenue Code of 10;I where it is found that 
its coverage provisions, which restrict participation to salaried em- 
ployees. result in henefiting primarily persons who are highly paid 
officers and shareholders. to the exclusion of hourly paid employees. 
The fact that hourly rated employees are unionized does not, of itself 
maire the salaried classification nondiscriminatory within the mean- 
ing of section 401(a) (8) (B) of the Code. 

Advice has been requested whether an employees' profit-sharing plan 
which limits participation to salaried employees while exclucling 
horrrl& rated employees from coverage may qualify under section 
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401(a) of the Internal Revenue Code of 1954, where the excluded 
hourly rated employees are unionized. 

A. corporate employer established a profit-sharing plan for the bene- 
fit of its full-time salaried employees. The employer has 60 employees, 
6 of whom are salaried and are plan participants. Of the six covered 
employees, five are ofiicer-shareholders each of whom earns an annual 
salary of $96, 000. The other participant has an annual salary of. 
A@6, 160. All employees not included under the plan are hourly paid 
and are represented by a union. The union has submitted demands 
for a contract, covering hourly paid employees, but such demands have 
not included establishment of a qualified deferred compensation plan. 
Earnings of each of the 54 excluded union employees are considerably 
less than the 5 olFicer-shareholder employees. The employer contends 
that he has a strict obligation to bargain in good faith with the duly 
designated representative of the employees in the bargaining unit 
over wages, hours, and otlier conditions of employment, and that he 
cannot unilaterally include union employees in a profit, -sharing plan. 

Section 401(a) of the Code provides, in part, that, a trust created or 
organized in the United States and formmg part of. a stock bonus, 
pension, or profit-sharing plan of an employer for the exclusive benefit 
of liis einployees or their beneficiaries shall constitute a qualified trust 
if it benefits such employees as qualify under a classification set up by 
the einployer and found not to be discriminatory in favor of employees 
who are ofFicers, sliareliolders, supervisory personnel, or highly com- 
peiisated employees. 

Section 401(a) (5) of the Code states, in e8ect, that a classification 
shall not be considered discriminatory merely because all employees 
whose annual remuneration constitutes "wages" under section 8191 
(a) (1) of the Code (for purposes of tlie Federal Insurance Contribu- 
tions Act) are excluded from the plan or merely because it is limited 
to salaried or clerical employees. 

Although section 401(a) (5) of the Code sets forth certain classifi- 
cations, including "salaried or clerical, " that will not in themselves 
be considered discriminatory, such classifications are not intended to 
be exclusive nor automatically nondiscriminatory. In otlier words, 
no classification is acceptable under section 401(a) (3) (8) of the Code 
that has the effect of discriminating in favor of the proscribed groups. 
See also discussion in Revenue Ruling 66 — 18, page 73, this Bulletin. 

The requirements of section 401(a) (6) (B) of the Code cannot be 
ignored merely because some of the employer's employees are union- 
ized, have the power to collectively bargain for eligibility under the 
plan and do not choose to do so, or decide against coverage under the 
plan or a similar plan. None of these situations alter tlie fact tliat the 
employer makes no actual contributions on belralf of sucli nonsalaried, 
unionized employees under a qualified plan. In the instant situation 
only 6 of the employer's 60 employees are covered under the plan and, 
with one exception, they are ofFicers, shareliolders, and higlily com- 
pensated when compared to the excluded employees. Accorclingly, 
the classification of employees eligible to participate under the profit- 
sharing plan discriminates in favor of ofiicers, shareholders, super- 
visors, and highly compensated eniployees. Consequently, tlie plaii 



does not meet the coverage requireinents of section 401(a) (8) (8) of 
the Code. 

(Also Sections 402, 408; 1. 402 (a. ) — 1, 1. 408 
(a)-1 ) 

Rev. Rul. 66 — 92 

Guides for resolving issues in connection with the deferred corn- 
pensation plans established by professional service organizations. 

Revenue Procedure 65 — 27, C. B. 1965 — 2, 1017, sets forth procedures 
relating to the tax classification of professional service organizations. 
The purpose of this Revenue Ruling. is to furnish further guides for 
resolving issues arising in connection with deferred compensation 
plans, established by professional service organizations, which are 
intended to qualify under section 401(a) of the Internal Revenue 
Code of 1954-. 

1. Qualification and Operation. For purposes of determining 
whether a deferred compensation plan established and operated by a 
professional service organization (as defined in section 601. 7701 — 2 of 
the Regulations on Procedure and Administration aiid Revenue Pro- 
cedure 65 — 27) is a qualified plan within the meaning of section 401(a) 
of the Code for any taxable year, the same rules are applicable to 
such plan as are applicable to the plans of other employers. 

2. Effect of Change of Tax Classification. — A change in the tax 
classification of a professional service organization may a8ect the 
continued qualification of its deferred compensation plan under sec- 
tion 401(a) of the Code. Several alternatives are available if the 
organization established and operated a qualified plan during taxable 
years ending on or before December 31, 1964 (for which such or- 
ganization is treated by the Internal Revenue Service as if it were 
a corporation), and if such organization clesires to maintain a qualified 
plan for taxable years ending after December 81, 1964, for which 
such organization is classified as a partnership or as a sole proprietor- 
ship for purposes of taxation. 

(a) Continued coverage for common-lani employeee only. — For 
taxable years ending after December 31, 1964, a professional service 
organization may continue its qualified plan only for those employees 
of the organization who are common-law employees. If the plan is 
continued only for such employees, the following is applicable: 

(i) If any contributions to the plan made for any taxable year 
endIng aftei December 81, 1964, are by or in respect, of individuals 
who were covered by the plan and treated as common-law employees 
for taxable years ending on or before December 81, 1964, and those 
individuals are not so treated and are not coinmon-law employees 
for any taxable year ending after December 81, 1964, such contribu- 
tions must be returned to those who made the contributions together 
with the increments thereon. 

(ii) The vested interests on December 81, 1964, subject to the re- 
quirements of section 401(a) of the Code, of individuals who are not 
common-law employees during taxable years ending after December 
81, 1964, are to be credited to a, separate account for each such indi- 
vidual and. earmarked for subsequent distribution in accordance with 
the terms of the plan in e8ect on December 81, 1964. Such accounts 
shall be credited ivith tlieir proportionate share of increments for tax- 



able years ending after December 61, 1964. They may not, ho~ever, 
be increased by further contributions or by forfeitures in later taxable 
years. 

(b) Amendment to cover owner-employees. — For taxaIble years 
ending after December 31, 1964, a professional service organization 
may amend its plan to cover self-employed individuals (including 
owner-employees), as defined in section 401(c) of the Code. If such 
amendment is made, the restrictions and limitations contained in sec- 

tion 401(a) of the Code, relating to plans covering self-employed in- 

dividuals, would be applicable. Such an amendment would be efi'ective 

on the da~te it is made, and would not have retroactive efi'ect for any 
prior taxable year. 

(c) 2'ermination of the plan. — A professional service organization 
may terminate its qualified plan without affecting its prior qualified 
status, provided that such termination is by reason of business necessity 
and that the plan otherwise meets the requirements of section 401(a) 
of the Code. See Part 6 of Revenue Ruling 65 — 178, C. B. 1965 — 2, 94, at 
page 125. If a professional service organization terminates a plan be- 
cause the Service treats such organization, for purposes of taxation, as 
a partnership or as a sole proprietorship for any taxable year ending 
after December 81, 1964, and such organization was treated by the 
Service as if it were a corporation for taxable years ending on or before 
December 81, 1964, the change in tax classification will be recognized 
as a valid business reason for termination. In the event of such a ter- 
mination, the following is applicable: 

(i) Amounts actually distributed or made available to any dis- 
tributee pursuant to the terms of a qualified plan which is terminated 
by a professional service organization shall be taxable to such dis- 
tributee in the taxable year in which such amounts are distributed or 
made available in the manner and to the extent provided by sections 
402(a) and 406(a) of the Code. However, no person, who is treated as 
a common-law employee of a professional service organization for any 
taxable year for which the organization is treated by the Service as if 
it were a corporation for Federal income tax purposes, shall be deemed 
in any later year to have been separated from the service of the organi- 
zation solely because such organization is no longer treated as a corpo- 
ration for Federal income tax purposes and the change in status has 
come about without any action of the organization or its members. 
See section 5. 06 of Revenue Procedure 65 — 27, C. B. 1965 — 2, 1017, at, 

page 1021. Thus, the capital gain treatment for distributions provided 
in sections 402(a) (2) and 408(a) (2) of the Code is available only on 
account of a covered employee's death or his actual separation from the 
service of the professional service organization. See Revenue Ruling 
60 — 292) C. B. 1960 — 2, 1N. 

(ii) The vested interest of each individual, subject to the require- 
ments of section 401(a) of the Code, must be credited to a separate 
account, as of the last day of the taxable year of such professional serv- 
ice organization ending on or before December 31, 1964. Each separate 
account must, be credited with its proportionate share of increments 
for taxable years ending after December 61, 1964. The trust, holding 
the frozen interests and increments thereon, forminq part of a quali- 
fied plan, will maintain its exempt status under sectaon 501(a) of the 
Code. 



Issues involving the qualification of plans not expressly covered by 
the foregoing will be considered by the Dist. rict Director upon request 
in accordance ivith established procedures, See paragraph (o) of 
section 601. 201, Statement of Procedural Rules, C. B. 196'3 — 1, 4'3l, at 
page 448. 

Rev. Rul. 66 — 14:3 

The liiuitations, as to the "incidental" use of trust funds for the 
purchase of ordinary life insurance contracts, which apply to qual- 
ified employee profit-sharing plans are similarly applic;&ble to pen- 
sion plans of the money-purclmse type. Yurtherniore, the aggre- 
gate of the insurance preiniums subject to such limitation may not 
be determined by use of the table contained in Revenue Ruling 
M — 747, C. 8. 1%5 — 2, 228, or any other table which iuerely reflects 
the net cost of pure life insurance protection. 

Advice has been requestecl concerning the permissible limits of "in- 
cidental" life insurance provided unde~r pension plans of the money- 
purchase type which are funded by a combination of ordinary lil'e 
insurance policies anc[ a, separate fund, and also, whether insurance 
preiniums subject to such limits may be computed in accordance with 
the table contained in Revenue Ruling 55 — 747, C. B. 1955 — 2, 228, or 
any other table refiecting the net. cost of pure life insurance protection. 

Revenue Ruling 54 — 51, C. B. 1954 — 1, 147, sets forth the principle 
that if amounts allocated to the respective participants in any type of 
qualified plan are to be used to provide such particip;ints with life 
insurance protection, the life insuraiice feature must be inci&lental and 
subordinate to the primaig purpose of the plan, which is to perinit 
the emplcyees or their beneficiaries to participate in a plan of deferred 
compensation. See section 1. 401 — 1(b) (1) (i) and (ii) of the Income 
Tax Re~mikations. 

In the case of a, profiit-sharing plan which provides for the use of 
trust funds, which have not beeii accumulated for at least 2 years, to 
purchase and pay premiums on ordinary life insurance contracts, the 
insurance feature is deemed to be incidental if: (1) the aggregate of 
life insurance premiums for each participaiit is less than one-half 
of the aggregate of the contributions allocated to the credit of ! he par- 
ticipant at any particular time, and (2) the plan requires the trustee 
to convert the entire value of the life insurance contract at or before 
retirement into cash, to provide periodic income so that no portion 
of such value may be used to continue life insurance protection beyond 
retirement, or to clistribute the contract to the participant. See Rev. 
Rul. 54 — 51, as amplified by Rev. Rul. 57 — 218, C. B. 1957 — 1, 157, and Rev. 
Rill. 60 — 84, C. B. 1960 — 1, 159. 

In a pension or annuity plan funded wIth insurance contracts, the 
life insurance benefit is deemed to be incidental ivhere the insurance 
benefit is no greater than 100 times the monthly annuity, e. g. , $1, 000 
of life insurance for each $10 of monthly annuity. See Rev. Rul. 60— 
8', 3, C. B. 1960-1, 157. 

Therefore, the determination of whetlier life insurance protection 
is incidental for participants in pension plans of the fixed benefit and 
unit, benefit types is based uJ&on tlie application of a ratio of the, death 
benefit to the monthly annuity benefit. In the case of a profit-sliaring 
plan, since benefits are not predetermined& the determination is based 
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upon a ratio of the aggregate premiums paid to the aggregate 
contributions. 

A plan with a formula requiring a contribution of a specified per- 
centage of the compensation of participating employees, regardless 
of profits, is not, a profit-sharing plan but. may be a pension plan of 
the money-purchase type. See P. S. No. 24, dated September 2, 1944. 
A pension plan of the money-purchase type is, however, similar to a 
profit-sharing plan in that in both plans the employer's annual con- 
tribution is determined in accordance with a stated procedure, with 
the amount of any subsequent benefits or distributions fiowing from 
these contributions. 

A. ccordingly, it is held that in the case of a pension plan of the 
money-purchase type which provides for the use of trust funds to 
purchase and pay premiums on ordinary life insurance contracts, the 
insurance feature wiR be deemed incidental if (1) the aggregate of 
the premiums for life insurance in the case of each participant is less 
than one-half of the aggregate of the contributions allocated to him 
at any particular time, and (2) the plan requires the trustee to con- 
vert the entire value of the life insurance contract at, or before retire- 
ment into cash, to provide periodic income so that no portion of such 
value may be used to continue life insurance protection beyond re- 
tirement, or to distribute the contract to the participant at retirement. 

The question of the allowance of. "incidental" life insurance protec- 
tion under a qualified plan was considered by the United States Board 
of Tax Appeals in Ecymond O'. Sfoore, et a/. v. Comnn& sioner, 45 
B. T. A. 1078 (1941), acquiescence, C. B. 1944, 20. The issue involved 
was whether an employees' pension plan could qualify if, in addition 
to pension benefits, it provided life insurance protection under the 
terms of the insurance company's policies used to fund the pension. 
It was held that the mere fact that the policies, under which the 
pension benefits were funded, incidentally provided life insurance 
protection, did not cause the plan to fail of qualification as a pension 
plan. The initial life insurance protection provided under the policies 
in that case equalled 100 times the monthly annuity. The cost of the 
pure insurance element in the type of retirement income contracts 
involved in the 3foore case varied according to age at issue, but in 
every case was less than 25 percent of total premiums. 

In essence, a 25-percent limitation on pure insurance protection is 
applicable under a profit-sharing plan or a, pension. plan of the money- 
purchase type since the 50-percent limitation on amounts credited to 
a participant's account, which may be expended for premiums on 
ordinary life insurance contracts under such plans, recognizes and 
takes into account the fact, as stated in Revenue Ruling 61 — 164, C. B. 
1961 — 2, 99, that only appro'xiinately one-half oI the premiums paid for 
such a contract are for the pure insurance protection, the remainder 
being applied to the building up of a reserve. 

Accordingly, it is hei&i that the 50-percent limitation under Revenue 
Ruling 54 — 51, in the case of a profit, -sharing plan, and the foregoing 
similar limita'tion applicable to pension plans of the money-pur~chase 
type, is to be applied to the aggregate aniount of the actual premiums 
paid under the ordinary life insurance contracts which are purchased 
as part of the plan and the ainount of such premiums may not be 
determined by use of the table contained in Revenue Ruling 55 — 747 or 



any othei table of rates which merely reflect the net cost, of pure life 
insurance protection. 

Rev. Rul. 66 — 174 
A plan will not fail to qualify as a profit-sharing l&lan under sec- 

tion 401 of the Internal Revenue Code of 1004 merely because it pro- 
vides that employer contributions shall be made from current profits 
or accuniulated earned surplus, as determined under generally 
accepted accounting principles and practices, without regard to 
whether the employer has current or accumulated earnings and 
profits for Federal income tax purposes. 

Advice has been requested whether a plan may qualify as an em- 
ployees' profit-sharing plan under section 401 of the Internal Revenue 
Code of 1054 a, lthough it provides that employer contributions shall be 
made from current profits and accumulated earned surplus, as deter- 
mined under generally accepted accounting principles, without regard 
to whether there are current or accumulated earnings and profits for 
dividend purposes as defined in section 316(a) of the Code. 

A corporation is engaged in the processing and transmission of 
natural gas. It has no accumulated earnings anti profits from which a 
distribution would be deemed a dividend within the meaning of section 
316(a) of the Code and, for a number of years, its distributions to 
shareholders have exceeded its current earnings and profits. It had 
no taxable income, for Federal income tax purposes, for its most recent 
taxable year and it does not expect to have any taxable income for 
several years. 

Under the method of accounting prescribed by the Federal Po~er 
Commission (under whose regulatory jurisdiction the corporation 
operates) and under general accounting principles, the corporation has 
a, substantial amount of current profits and accumulated earned sur- 
plus. This difFerence is caused by the fact that the corporation an- 
nually incurs large amounts of intangible drilling and development 
costs which it is required, by the rules of the Federal Power Commis- 
sion, to capitalize but which, for Federal income tax purposes, it has 
elected to deduct annually under the provisions of sections 263(c) and 
611 of the Code. The corporation uses its books of account maintained 
under the rules of the Federal Power Commission for purposes of its 
annual reports to its stockholders. 

The corporation established a profit-sharing plan for the benefit 
of its employees. The plan, which otherwise qualifies under section 
401 of the Code, provides that contributions are to be made from 
current, profits and accumulated earned surplus, as sho~n on the books 
used in preparing its annual report, without regard to whether there 
are any current, or accumulated earnings and profits for Federal in- 
come tax purposes. 

A profit-sharing plan within the meaning of section 401 of the Code 
is a plan established and maintained by an employer to provide for the 

articipation in his profits by his employees or their beneficiaries. 
ee section 1. 401 — 1(b) (1) (ii) of the Income Tax Regulations. The 

tenn "profits" as used in the regulations is not liinited to taxable 
profits or to earnings and profits within the scope of section 316(a) of 
the Code. "Profit-sharing" refers to sharing in the fruits of the en- 
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terprise which are determined by law to be distributable to the share- 
holders or other owners. Thus, the fact that the corporation has no 
taxable income because certain items are specifically deductible for 
Federal income tax purposes which it is required to capitalize under 
a method of accounting prescribed by a Federal regulatory agency 
does not necessarily incan there are no profits to be shared within the 
meaning of section 401 of the Code. 

Accordingly, it is held that the profit-sharing plan will not fail to 
qualify under section 401 of the Code merely because it provides that 
contributions shall be made from current profits and accumulated 
earned surplus determined without regard to whether there are current 
or accumulated earnings and profits for divid. end purposes as defined 
in section 816(a) of the Code. 

Rev. Rul. 66 — 175 

A union negotiated industry-wide pension plan will not fail to 
meet the requirements of section 401(a) of the Internal Revenue 
Code of 1954 where it permits former employees of participating 
employers to make prescribed voluntary contributions during 
periods of temporary unemploynient or employment with a non- 
participating employer, who is a party to the collective bargaining 
agreement but who is excused from participation in the plan, if 
such contribution is made in order to protect the employee's earned 
but nonvested interest and provided (1) the contribution is not in 
excess of what an employer would otherwise be required to con- 
tribute in order to preserve accrued but nonvested credits, (2) all 
employees under similar circumstances are treated alike, (8) the 
employee's contribution so made is nonforfeitable, and (4) such 
provisiou does not result in duplication of benefits. Such plan will 
fail to meet the requirements if it provides coverage for individuals 
who have never been employees of a participating employer of the 
plan. 

A. dvice has been requested as to the circumstances under which an 
employee may be permitted to make pension trust contributions that 
normq, lly would be required to be made by the employer without 
causing disqualification of the pension plan. 

Pursuant to a collective bargaining agreement, a union sponsored 
industry-wide pension plan and t, rust were est, ablished. All employers 
who are parties to the agreement are required to participate in the 
trust fund, except those excused from doing so because of the mainte- 
nance of their own separate pension plans meeting requirements set, 
forth in the agreement, . Benefits are provided under the trust agree- 
ment only to those members who either complete a specified number 
of years of continuous covered service or earn a designated number 
of service credits (based on time worked for contributing employers) 
without more than two years interruption in covered employment. 

The plan provides that any union member otherwise eligible to 
participate in the plan, but with respect to whom no contributions are 
made by any employer either because his employer is excused under 
the collective bargaining agreement or because he is temporarily un- 
employed, may contribute to the trust the minimum amount that would 
be required to be contributed by an employer with respect to such 
employee to preserve accrued but, nonvested credits. Hence, union 
members who are temporarily out of work or are irking for em- 

ployers who are a party to the collective bargaining agreement but 
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who are excused from participation in the plan may contribute to 
protect their contingent interests in the plan from forfeiture. How- 
ever, by its terms it would also permit individual union members who 
had never worked for a participating employer to contribute to and 
receive benefits under the plan. 

Section 401(a) of' the Internal Revenue Code of 1954 sets forth the 
requirements for qualification of pension trusts. This section makes 
it clear that only a trust which forms part of a plan of an employer 
for the exclusive benefit of his employees or their beneficiaries can 
constitute a qualified trust. 

Section 1. 401 — 1 of the Income Tax Regulations, in explaining the 
requirements for qualification, refers repeatedly to a plan "established 
and maintained by an employer" as being qualified if it meets certain 
requirements. 

Where an employee has been employed by a participating employer 
and, hence, covered under the plan a provision permitting the em- 
ployee to contribute to the trust, when not employed or employed by 
an employer who is a party to the collective bargaining agreement but 
who is excused from participation in the plan, in order to protect 
earned but nonvested credits, is analogous to a provision permitting 
participation on the part of former employees or employees on leave. 
Such provisions are permitted in quahfied plans by section 1. 401 — 1 
(b) (4) of the regulations, provided they do not result in prohibited 
discrimination, are uniformly applied, and do not result in duplication 
of benefits. See Part 4 (f), (o), and (r) of Revenue Ruling 65 — 178, 
C. B. 1965 — 2, 94. 

A. ccordingly, it is held that a provision in a pension plan which 
permits an employee who has never been employed by a participating 
employer to make contributions to the trust on his own behalf will 
adversely affect the qualification of the plan under section 401(a) of 
the Code, since such a plan is not a part of a pension plan established 
and maintained by his employer. 

However, qualification of the union negotiated industry-wide pen- 
sion plan under section 401(a) of the Code will not be adversely 
aRected where such a provision is restricted to employees who are sep- 
arated from the service of a participating employer and permits vol- 
untary contributions to the trust during periods of temporary 
unemployment or employment with a nonparticipating employer who 
is a party to the collective bargaining agreement if such contributions 
are made in order to protect the employee's earned but nonvested inter- 
est, and provided (1) the contributions are not in excess of what an 
employer would otherwise be required to contribute in order to pre- 
serve a, ccrued but, nonvested credits, (2) all employees under similar 
circumstances are treated alike, (8) the employee's contributions made 
are nonforfeitable, and (4) such provision does not result in duplica- 
tion of benefits. 

26 CFR 1. 401 — 8: Requirements as to coverage. Rev. Rul. 66 — 15 

A profit-sharing plan established by an employer for the benefit 
of his salaried employees, which plan when considered by itself does 
not meet the coverage requirements of section 401(ai (3) of the 
Internal Revenue Code of 1954, will not qualify merely because the 
226 — 688' — 66 — 7 
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employer makes contributions on behalf of his hourly rated em- 
ployees if such contributions are not comparable to those provided 
for highly compensated salaried employees. 

Advice has been requested whether a, profit-sharing plan which limits 
participation to salaried employees while excluding hourly rated em- 
ployees from participation ineets the requirements for qualification 
under section 401(a) of the Internal Revenue Code of lc&54. 

A corporate employer established a profit, -sharing plan for the bene- 
fit of its f'ull-time salariecl employees. Tlie plan excludes those em- 
ployees for whom the employer contributes to a pension or welfare 
plan, under a collective bargaining agreement, . The employer has 69 
eniployees, 6 of whom are salaried and are plan participants and 56 
hourly rated employees who are ineligible for participation because 
tliey are covered under a union collective bargaining agreement which 
provides for participation in an industrywide pension plan. Three of 
the six covered employees are shareholders, officers, and supervisors 
and the remaining three are considered to be highly compensated. 

The employer iinder the collective bargaining agreement contributes 
approximately 9 percent of annual wages to provide various benefits 
for members of the bargaining unit; 4 percent being allocated to a 
pension plan& and the remaining 5 percent being used to provide the 
employees with vacation, health, ancl welfare benefits. The salaried 
employees' profit-sharing plan does not contain a predetermined for- 
mula with respect to the amount the employer will contribute, but per- 
inits contributions in amounts not in excess of 15 percent of basic 
compensation of the covered employees. 

Section 401(a) of the Code provides, in part, that a trust forming a 
part of a profit-sharing plan of an employer for the exclusive benefit 
of his employees or their beneficiaries shall constitute a qualified trust 
if the plan does not discriminate in favor of employees who are oKcers& 
shareholclers, persons whose principal duties consist in supervising the 
work of other employees, or highly compensated einployees. 

With respect to employee coverage, an employees' profit-sliaring 
plan establishecl by an employer with toe view to qualifying under 
section 401(a, ) of the Code must benefit a, sufhcient number of em- 
ployees which is at least equal to that determined uncler the percentage 
provisions of section 401(a) (3) (A. ) of the Code, or such employees as 
qualify under a nondiscriminatory classification within the purview 
of section 401(a) (3) (B) of the Code. 

Section 1. 401 — 3(f) of the Income Tax Regulations provides that an 
employer may designate several trusts or a trust or trusts and an 
annuity plan or plans as constituting one plan which is intended to 
qualifv under section 401(a) (3) of the Code, in which case all of such 
trusts ancl plans taken as a whole may meet, the requirements of such 
section. The fact that such combination of trusts and plans fails to 
qualify as one plan does not prevent such of the trusts and plans as 
qualify from meeting the requirements of section 401(a) of the Code. 

Coverage under the instant salaried profit-sharing plan does not 
satisfy the percentage requireinents of section 401(a) (3) (A. ) of the 
Code; nor does it satisfy the nondiscrimination requirements of section 
401(a) (3) (B) of the code, since the classification results in covering 
only those persons in whose favor cliscrimination is prohibited. There- 
fore, the salaried employees' profit-sharing plan standing alone cannot 
qualify under section 401(a) of the Code. 
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However, when the salaried employees' profi-sharing plan and the 
hourly rated employees' pension plan are viewed as a unit under sec- 
tion 1. 401 — 3(f) of tlie regulations, it is clear that, the percentage 
requirements of section 401(a) (6) (A. ) of the Code are met, Never- 
theless, the determination still remains as to whether contributions or 
benefits are discriminatory within the meaning of section 401(a) (4) 
of the Code. Section 1. 401 — 4 of the regulations states, in substance, 
that a trust, in order to qualify under section 401(a) of the Code, must 
not only meet the coverage requirements of section 401(a) (3) of the 
Code, but, as provided in section 401(a) (4) of the Code, it must also 
be part of. a plan under which there is no discrimination in contribu- 
tions or benefits in favor of overs, shareholders, employees whose 
principal duties consist in supervising the work of other employees, or 
Iiighly compensated employees as against other employees. In. this 
regard, only the cost of providing deferred benefits under a qualified 
plan may be taken into account. The cost of providing other benefits, 
such as vacation, health and welfare, and current cash distributions 
may not be considered. See sections 1. 401 — 8 (b) and (c) and 1. 401 — 4 
(a) (1) (ii) of the regulations. See also Revenue Ruling 56-497, C. B. 
1956 — 9, o84. 

The employer contributes 15 percent of the base salaries of the par- 
ticipants under the profit-sharing plan, but it contributes only 4 per- 
cent of the total payroll of the participants under the hourly rated 
employees pension plan. Thus, the contributions, or benefits to be 
derived from such contributions, made to the profit-sharing plan are 
discriminatory when compared with contributions, or benefits to be 
derived from such contributions, made to the pension plan, since all of 
the participants in the profit-sharing plan are highly compensated 
when compared with those in the pension plan. 

Accordingly, the nondiscrimination requirements of section 401 
(a) (4) of the Code are not met and the profit-sharing plan for sala- 
ried employees fails to qualify under section 401(a) of the Code. 

96 CFR 1. 401 — 4: Discrimination as to con. — 

tributions or benefits. 
Rev. Rul. 66 — 176 

An employees' retirement plan contains a provision applicable 
to section 1. 401 — 4(c) of the Income Tax Regulations setting forth 
limitations on employer contributions ivhich may be used for the 
benefit of any of the 25 highest paid employees in the event of termi- 
nation of the plan within ten years of its establishment. Such pro- 
vision is set forth in the group annuity contract which forms 
a part of the retirement plan, but the insurer is required under such 
contract to comply with such limitations only when the employer 
notifies him that such provision has or will become eifective. Held, , 
such plan will fail to qualify under section 401(a) of the Internal 
Revenue Code of 1054. A similar conclusion would apply to a 
trusteed plan. 

Advice has been requested. whether an employees' nontrusteed pen- 
sion plan will qualify under section 401(a) of the Internal Revenue 
Code of 1954 ~here such plan contains language applying the restric- 
tions of section 1. 4014(c) of the Income Tax Regulations, but re- 
quires the insurer to comply with such restrictions only when the 
employer notifies him that such provision has or will become operative. 



An employer established a pension plan for the benefit of all his 
salaried employees. It was funded through a deposit administration 
group annuity contract. The plan contained language applicable 
to section 1. 401 — 4(c) of the regulations which requires that certain 
limitations be placed on employer contributions which may be used 
for benefits of any of the 25 highest paid employees in the event of 
termination of the plan during the ten years after its establishment. 
The provision was added to the group annuity contract with the in- 
tention of enabling the contract to meet the requirements of section 
1. 401 — 4(c) of the regulations. The contract, however, required that 
the employer notify the insurer when the terms of the provision were 
to become operative. In absence of such notification, the insurer 
would not, of his own volition, take any action with respect to the 
limitation provided for in the special provision. 

Part 6 (c) of Revenue Ruling 65 — 178, C. B. 1965 — 2, 94, at 126, states, 
in effect, that if benefits for employees who are officers, shareholders, 
persons ~hose principal duties consist in supervising the work of other 
employees, or the highly compensated employees, are funded or sub- 
stantially so, because of their nearness to retirement and benefits for 
other employees are not similarly funded prior to termination of the 
plan, the prohibited discrimination will result. Consequently. if 
employer contributions may be used for tire benefit of an employee who 
is among the 25 highest paid at, the time the plan is established and 
whose anticipated annual pension exceeds $1, 500, the plan must 
include limitations in accordance with the "termination rule". See 
section 1. 401 — 4(c) of the regulations. (The rules for this purpose 
are set forth in Mimeograplr 5717, C. B. 1944, M1, as modified by 
Revenue Ruling 61 — 10, C. B. 1961 — 1, 143. ) 

The plan, in the instant case, contains such a restrictive provision in 
its group contract. But, the group contract completely relieves the 
insurer of any responsibility, for enforcing its terms pertaining to 
early termination, unless the employer notifies him that such provision 
has or will become operative. In other words, if the employer having 
such a contract as a part of its plan should neglect, or elect not, to 
notify the insurer when the section 1. 4014(c) restrictions of its con- 
tract become operative, the plan is, in effect, completely without such 
a restriction. 

Accordingly, it is held that if an employees' pension plan contains 
language applicable to section 1. 4014(c) of the regulations in an 
annuity contract, made part of such plan, but such contract contains a 
provision relieving the insurer of any liability to observe such provi- 
sion unless the employer notifies him that such provision has or will 
become operative, then such plan will fail to qualify under section 
401(a) of the Cocle. A similar conclusion applies to a trusteed plan. 

26 CFR 1. 401 — 8: Custoclial accounts. Rev. Rul. 66 — 10'1 
(Also Section 402; 1. 402 (a) — 1. ) 

In lien of an actual stock certificate, a regulated investment com- 
pany, as defined in section 851(a) of the Internal Revenue Code of 
1954, issues a "confirmation" to the bank custodian of a, custodial 
account which, as provided by section 401(f) of the Code, constitutes 
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a qualified trust under section 401(a) of the Code. The "confirma- 
tion" represents the purchaser's evidence of stock oivnership and is 
utilized to avoid the administrative cost of preparing a formal stock 
certificate each time a share is sold and cancelling the separate certifi- 
cate- as the shares are redeemed. When a distribution is made from 
the custodial account the "confirmation" representing shares standing 
in the name of the custodian is cancelled and a new confirmat. ion is 
transmitted directly to and in the na, me of the beneficiary-distributee 
v ho has all of the rights of a shareholder including voting, liquidation 
and redemption rights as if he were in possession of the a~ctual share 
certificates. 

Fle/&3, the requirement of section 401(f) (1) (C) (i) of the Code re- 
garding the investment of funds solely in regulated investment com- 
pany stock is satisfied upon the purchase of the shares, and tlie invest- 
ment may appropriately be evidenced by the "confirmation" issued 
to the bank custodian. Further, cancellation of the shares in the cus- 
todian's name and reissuance in the distributee's name under these 
circumstances constitutes a distribution to, and receipt by, such dis- 
tributee for purposes of section 402 of the Code. 

96 CFR 1. 401 — 10: Definitions relating to plans Rev. Rul. 66 — 56 
covering self-employed individuals. 

(Also Section 911; 1. 911 — 9. ) 
Interest income is derived from the investment of capital and is 

not "earned income" for the purpose of computing allowable con- 
tributions and deductions under a self-employed retirement plan 
qualified under section 401 of the Internal Revenue Code of 1954. 
However, if interest income is derived from iiuancing activities 
which are an integral part of a taxpayer's business in which he also 
renders personal services, such interest income ivould enter into 
the computation of the amount which may be considered "earned in- 
come" where both personal services and capital are material in- 
come-producing factors. 

Advice has been requested whether interest income, derived from 
the financing activities of a real estate broker, constitutes "earned in- 
come" for purposes of section 401(c) (9) of the Internal Revenue Code 
of 1954. 

In his business as a real estate broker, which the taxpayer conducts 
bv himself on a full-time basis. he performs substantial personal serv- 
ices including solicitation of home buyers and sellers, escorting pro- 
spective buyers on house visits, arranging appraisal, financing, a, nd 
legal services, and other related tasks. In the course of conducting 
such business, the taxpayer often finances sales of real estate with his 
own capital, performs the necessary paper work incident, to such fi- 
nancing, and receives a substantial amount of interest income from 
such financing. 

Tlie taxpayer has established a self-eniployed retirement plan which 
is qualified under section 401 of the Code. The amount of the tax- 
payer's "earned income" serves as a basis for calculating allowable 
contributions and deductions under the plan. 

Section 1. 401 — 10(c) (6) (i) of the Income Tax Regulations states 
the general rule that for purposes of section 401 of. the ('ode, the term 
"earned income" includes only that portion of an individual's net 



earnings from self-employment which is compensation f' or personal 
services actually renclered within the meaning of section 911(b) of 
the Code. The term "earned income, " as defined in section 911(b) of 
the Code, means wages, salaries, or professional fees, and other 
ainounts received as compensation for personal services actually ren- 
dered. In the case of a taxpayer engaged in a trade or business in 
which both personal services and capital are material income-produc- 
ing factors, a reasonable allowance as compensation for the personal 
services rendered by the taxpayer, not, in excess of 30 percent of his 
share of the net profits of such trade or business, shall be considered 
as earned income. However, in the event a, self-employed individual 
renders personal services on a full-time, or substantially full-time 
basis to only one trade or business in which capital is a material in- 
come-producing factor, the amount of such individual's earned 
income from the trade or business for purposes of section 401 of the 
Code is considerecl to be not less than so much of his sliare in the net 
profits of such trade or business as does not exceed $9, 500. 

Interest income is derived from the investment of capital and not 
from the performance of personal services. Therefore, it is not earned 
income as defined in section 911(b) of the Code. However, the ag- 
gregate of the duties performed in soliciting house buyers and sellers 
and~arranging sales do constitute the performance of substantial per- 
sonal services in the operation of the real estate business in which the 
financing of sales of real estate is an integral part. The interest in- 
come de~rived from such financing constitutes part of the net profits 
from the business. 

It is clear, therefore, that, both personal services and capital are 
material income-producing factors. Accordingly, under the facts 
present. in the case, the taxpayer's earned income from his real estate 
business, for purposes of the self-employed retirement, plan, is equal 
to a reasonable allowance as compensation for the personal services 
he actually renders, not in excess of the greater of 30 percent of the 
net profits from tlie business, including the interest, income derived 
from financing sales of real estate, or so much of the net profits of 
sucli business as does not, exceed $2, 500. 

SECTION 409. — TAXABII. ITY OF BENEFICIARY OF 
EAIPLOYEES' TRUST 

96 CFR L402(a) — 1; Taxability of beneficiary 
uncler a, trust which meets the require- 
inents of section 401(a). 

An employee, on account of termination of his services from one of 
two corporate employers whose qualified pension plans are funded by 
contributions to a single trust, received a distribution representing the 
balance to his credit from the plan of the one employer while contin- 
uing his employment, with the other. Section 402(a) (2) of the In- 
ternal Revenue Code of 1954 provides, in part, that, in the case of an 
employees' trust described in section 401(a) of the Code, which is 
exempt from tax under section 501(a) of the Code, if the total distri- 
butions payable with respect to any employee are paid to the dis- 
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tributee in one taxable year on account of the employee's death or 
other separation fro!n the service, or death after separation, the 
amount of such distribution, t, o the extent exceedIng the amounts con- 
tributed by the employee, shall be considered a gain from the sale or 
exchange of a capital asset, held for more than 6 months. Held, the 
distribution received by the employee upon his termination of em- 
ployrnent from one employer representing the balance to his credit, 
under the pension plan of such employer while continuing his employ- 
ment, with the other employer may be accorded long-term capital gains 
treatment under section 409(a) (2) of the Code, provided no part of 
the distribution is attributable to contributions made by the employer 
with whom he remains employed. 

Rev. Rul. 66 — 5Y 

The temporary invest!ncnt of part of the funds of an exempt em- 
ployees' profit-sharing trust in short-term United States Government 
obligations ~vill not prevent the application of section 1. 402(a) — 1 
(b) (2) (ii) (c) of the Income Tax Regulations in computing the cost 
or other basis to the trust of securities of the employer corporation. 

The question has been raised as to whether the method of computing 
the net, unrealized appreciation on stock of an employer corporation as 
provided by section 1. 409(a) — 1(b) (9) (ii) (c) of the Income Tax 
Regulations will be aR'ected by the temporary investment of part of the 
funds of an exempt employees' prost-sharing trust in short-term 
Unit. ed States Government, oblIgations. 

A corporation established an employees' prost-sharing plan and trust, 
which have been held to meet the requirements of section 401(a) of the 
Internal Revenue Code of 1054 and the trust to be exempt under section 
501(a) of the Code. Under the plan, amounts contributed to the trust 
are split into four separate funds for investment purposes. E&ach par- 
ticipating employee elects one of the four funds in which his share of 
the employer's «&mtributions will be invested. 

One such fund is invested solely in one particular type of security of 
the corporation which is purchased quarterly during the year rather 
than m;!king all such purchases in the early part of the year imme- 
diately after receipt of the corporation's annual contribution. As a 
result of this investment practice a portion of the employer's contribu- 
tions may not be invested for a large part of the year. The plan pro- 
vides that such unused sums may be temporarily invested in obligations 
of the Ilnited States until securities of the corporation are, subsequently 
purchased. 

Distributions from an exempt employees' trust are taxed in accord- 
ance with the provisions of section 40&(a) of the Code which provides, 
among other things, tlrat thc net unrealized appreciation in value of 
securities of the employer is excluded, in certain cases, from the compu- 
tation of the amount taxable;!s a result of a distribution. 

In the determination of the amount, of net unrealized appreciation in 
securit, ies of the employer corporation, section 1. 409(a) — 1(b) (9) (ii) 
(o) of the regulation provides that if the trust fund, or a specified por- 
tion tl!ereof, is invested exclusively in one particular type of security of 
the employer corporation, and if during the period the clistributee par- 
ticipate&1 in the plan none of such securities has been sold except, for the 
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purpose of paying benefits under the trust or for the purpose of ob- 
taining funds with v hich to exercise rights which have accrued to the 
trust, the cost or other basis to the trust of all securities distributed to 
such distributee shall be the total amount credited to the account of. 
such distributee (or such portion thereof as was available for invest, — 

ment in such securities) reduced by the amount available for invest- 
ment but uninvested on the elate of distribution. 

This method of deterinining the cost or other basis of the employer 
securities is a simplified process whereby the cost is merely the total 
aniount credited to a participant's account less any amounts credited 
but uninvested as the date of distribution. To maintain this simplicity 
it is necessary that investments be limited to one particular type of em- 
ployer security. However, this limitation does not mean that unin- 
vestecl funds may not be used to earn interest, such as is paid on short- 
term Government obligations, during the period the funds are held 
pencling quarterly purchases of employer securities. 

Accordingly, it is held that the temporary investment of part of the 
funds of an exempt employees' trust in short-term United States Gov- 
ernnient obligations will not preclude the use of the method provided 
by section 1. 402(a) — 1(b) (2) (ii) (c) of the regulations, for computing 
the cost basis of employer stock in determining the net unrealized ap- 
preciation on such stock distributed by the trust. 

Any interest earned on such temporary investnients must be credited 
to the participants' accounts in the trust and must be taken into con- 
sideration in determining. the amount oi funds available for investment. 

Taxability of beneficiaries on amounts received as distributions 
froni a trust forining a part of a qualified plan established and main- 
tained by a professional service organization. See Rev. Rul. 66 — 92, 
page 77. 

Distributions under a custodial account which uses a "confirmation 
procedure. " See Rev. Rul. 66 101, page 86. 

SECTION 403. — TAXATION OF EMPLOYEE ANNUITIES 
26 CFR 1. 403 (a) — 1: Taxability of beneficiary 

under a qualified annuity plan. 

Taxability of beneficiaries on amounts received under an annuity 
contract purchased by a professional service organization for an em- 
ployee. bee Rev. Rul. 66 — 92, page 77. 
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SECTION 404. — DEDIJCTION FOR CONTRIBUTIONS OF AN 
EMPLOYER TO AN EMPLOYEES' TRlJST OR ANNUITY 
PLAN AND COMPENSATION UNDER A DEI'ERRED- 
PAYMENT PLAN 

96 CFR 1. 404 (a) — 1: Contributions of an em- 
ployer to an employees' trust or annuity plan 
and compensation under a deferred-payment 
plan; general rule, 

Rev. Rul. 66 — 144 

Where a corporation on the accrual method of accounting has 
obtained an extension of time for filing its income tax return, a 
contribution paid to its qualified employees' trust within such 
extended period for filing vvill be deemed to be timely regardless of 
when the return is actuallv filed. 

Advice has been requested concerning the time allowable for a 
corporation on the accrual method of accounting to nialIe a contribu- 
tion to its qualified employees' trust for a taxable year for which the 
corporation has obtained an extension of time for filing its income 
tax return. 

A corporation, on an accrual method of accounting, established an 
employees' trust which is qualified under section 401(a) of. the Internal 
Revenue Code of 1954. Following the close of its calendar taxable 
year, the corporation obtained an automatic extension of 8 months for 
filing its income tax return as provided by section 6081(b) of tlie Code. 
Subsequent ly, but before 'A Jarch 15, the corporation filed its income tax 
return and paid all tax due thereon. Its contribution to the employees' 
trust was made on, June 1. 

Section 404(a) (6) of the Code provides that for purposes of deduc- 
tions for contributioiis under qualified stock bonus, pension, profit- 
sharing, or annuity plans, a taxpayer using the accrual metliod of 
accounting shall be deemed to have made payment on the last day of 
the year of accrual, if the payment is on account of such taxable year 
and is inade not later than tlie time prescribed by law for filing the 
ret, urn for such taxable year, including extensions thereof. 

Section 404(a) (6) of the Code provides that a contribution for a 
taxable yea, r made by a taxpayer reporting on the accrual basis shall 
be deemed to be made within such taxable year if paid within the time 
prescribed for fiiling its return plus any extension of time in which 
to file. Therefore, a contribution paid within an extended filing 
period is deemed to have been made during the taxable year. Thus, a 
contribution made during sucli. extended period, as provided for under 
section 6081(b) of the Code, is deemed to have been made during the 
taxable year regardless of I~ hen the return is filed. 

Accordingly, the contribution made by the taxpayer in the instant 
case will be deemed to have been timely made for purposes of section 
404(a) (6) of tlie Code. 

PART II. — CERTAIN STOCK OPTIONS 

SECTION 4ol. — GENERAL RULES 

26 CFR 1. 421 — 5: Operation of section 491. Rev. Rul. 66 — 5 

An individual who ceases to be an employee of the grantor of 
a restricted stock option on the last day of any calendar month 
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must exercise a restricted stock option on or before the last day 
of the third succeeding calendar month in order to have exercised 
such option "within 8 months after he ceases to be an employee, " 
within the meaning of section 421(a) of the Internal Revenue Code 
of 1954 as in effect prior to the enactment of section 221(a) of the 
Revenue Act of 1994. Similarly, where stock is transferred to 
such au individual on the last day of any calendar month, the 
stock is disposed of "within 6& months after the transfer of such 
stock to him" where the disposition is made on or before the 
last day of the sixth succeeding calendar month. 

I. T. h287, C. B. 1989 — 1 (Part 1), 188, and I. T. 3985, C. B, 1949-2, 
51, amplified. 

Advice has been requested concerning the proper computation 
of the periods, prescribed in section 421(a) of the Internal Revenue 
Code of 1954 as in efFect prior to the enactment of section 221(a) of 
the Revenue Act of 1964, Public Law 88 — 272, C. B. 1064 — 1 (Part 2), 
6, at 41, of "8 months after the date he ceases to be an employee" and 
"6 months after the transfer of such share to him, " ~here the date of 
cessation of employment and the date of transfer were on the last 
day of a calendar month. 

Section 421(a) of the Code, as then in efFect, provides for certain 
Federal income tax results if, among other requirements, an option 
is exercised by the employee swithin 8 months after he ceases to be an 
employee of the grantor and if the stock acquired upon the exercise 
of such an option is not disposed of within 2 years from the date of 
the granting of the option nor u&ithin 6 months after the transfer of 
such share to him. 

It is long and well established that, in computing a period of "years" 
or "months" prescribed in a contract or statute, "from" or "after" a 
designated day, date, act, or other event, the day thus designated is 
excluded and the last day of the prescribed period is included, unless 
a di(Ferent intent is definitely evidenced. See I. T. 8287, C. B. 1939 — 1 
(Part 1), 138. 

I. T. 3985, C. B. 1949 — 2, 51, states the position of the Internal Reve- 
nue Service that the determination of the holding period of "capital 
assets" under sections 117 (a) (2), (8), (4), (5), and h(4) of the 
Internal Revenue Code of 1039, must be made with reference to cal- 
endar months and fractions th&ereof, rather than with reference to 
days. The ruling was concerned pr&imarily with the determination 
of the total holding period of securities purchased and sold where 
the provisions of section 117 (h) (4) of the 1030 Code, relating to "wash 
sales, " were applicable, Although similar provisions are not in- 
volved in the instant case, the principles enunciated in that ruling 
apply here. Furthermore, although I. T. 8287 was not cited in I. T. 
3085 the rule stated in the former was actually applied in all the 
appropriate illustrative examples of the latter, that is, in examples 1 
through 6. 

I. T. 3287& C. B. 1989 — 1 (Part 1), 138 and I. T. 3985, C. B, 104'0 — 2& 

51, are hereby amplicd to the extent that, the principles enunciated 
above are applicable in determining the 8-month and 6-month periods 
ieferred to in section 421(a) of the Code as in eRect prior to the en- 
actment of section 221(a) of the Revenue Act of 1964. Thus, for 
example, if an individu;rl ceases to be an employee on April 30, 1068, 
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the last day of the 3-month period thereafter would be July 31, 190, "&, 

and if the date of the share transfer were June 00, 1900, the last day 
of the 0-month period thereafter would be December 01, 1908. 

SUBCHAPTER E. — ACCOUNTING PERIODS AND METHODS OF 
ACCOUNTING 

PART I. — ACCOUNTING PERIODS 

SECTION 441. — PERIOD FOR COMPUTATION OF TAXABLE 
INCOME 

26 CFR 1. 441 — 1: Period for computation of 
taxable income. 

Filing of initial income tax return for a different taxable year from 
that specified on Form 2550, Election by Small Business Corporation. 
See Rev. Rul. 60 — 68, page 197. 

SECTION 442. — CHANGE OF ANNUAL ACCOUNTING 
PERIOD 

26 CFR 1. 442 — 1: Change of annual 
accounting period. 

Revenue Ruling 50 — 0Y4, C. B. 1956 — 2, 296, provides that where it is 
necessary for an exempt employees' trust to change its annual account- 
ing period it shall accomplish the change by filing Form 1128, Appli- 
cation for Change in Accounting Period, with the Commissioner of 
Internal Revenue, Washington, D. C. 

Revenue Ruling 56 — 374 is modified to the extent that where a change 
in accounting period is necessary it may be accomplished by filing 
Form 1128 inaccordance with the procedures set forth in Revenue 
Procedure 66 — 13, page 626, this Bulletin. 

Circumstances under which changes in annual accounting period 
will be approved even though the short taxable year has a net operating 
loss. See Rev. Proc. 66 — 6, page 615. 

Organizations wholly exempt from Federal income tax v ishing to 
change annual accounting period. See Rev. Proc. 60 — 10, page 026. 
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PART II. — METHODS OF ACCOUNTING 

Subpart A. — Methods of Accounting in General 

SECTION 446. — GENERAL RULE FOR METHODS OF 
A. CCOUNTING 

26 CFR 1. 446 — 1: General rule for methods of 
account, ing. 

Procedure with respect to a request for change in accounting 
practice of reporting wheat and feed grain diversion payments. See 
Rev. Proc. 66 — 1, page 598. 

Request for permission to chalice to a method of depreciating return- 
able bottles. See Rev. Proc. 66 — 7, page 617. 

Subpart B. — Taxable Year for Which Items of Gross Income Included 

SECTION 451. — GENERAL R 'LE FOR TAXABLE YEAR 
OF INCLUSION 

26 CFR 1. 451 — 2: Constructive receipt of in- 
come. 

Rcv. Rul. 66-44 

The increment in value of growth savings certificates issued by a 
bank shall be included in the gross income of a taxpayer employing 
the cash receipts and disbursements inethod of accounting in each 
taxable year in which the increase occurs, since the taxpayer (cer- 
tificate holder) has a right to redeem the certificate in such taxable 
year. 

Rcveuue Ruling 57 — 4O2, C. B. 1%7 — 2. 302, revoked. 

Advice has been requested with respect to constructive receipt of 
income earned on growth savings ccrtihcates issued by a bank. 

These growth savings certificates have face amounts greater than 
the amoullts with respect to which they are issued and are redeemable 
at any time for amounts equal to thc issue price plus increments which 
accrue regularly up to their maturity date. Thus, these certificates 
are in the n;iture ot deposits. 

At one time, such growth savings certificates were regarded as 
obligations issued at a discount and similar to series E, United States 
savings bonds. These &. ertificates received tax treatment similar to 
series E bonds under Revenue Ruling 57 — 452, C. B. 1057 — 2, 302, which 
held that the increase in redemption price (increment in value) during 
a taxable year did not constitute income in such year to a taxpayer- 
depositor holding such certificate and employing the cash receipts and 
ilisbursements method of accounting. However, the Revenue Ruling 
permitted the taxpayer to elect, , under section 454(a) of the Internal 
Revenue Code of 1954, to repo~rt the increase in the taxable year in 
ivhich it occurs. 
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Section 1. 451 — 2(a) of the Income Tax Regulations, as amended by 
Treasury Decision 0728, C. B. 1064 — 1 (Part 1), 7H, provides that in- 
come although not actually reduced to a taxpayer's possession is con- 
structively received by him in the taxable year in which it is credited 
to his account, set apart for him, or otherwise made available so that 
he may draw upon it at any time, or so that he could have drawn upon 
it during the taxable year if notice of intention to withdraw had been 
given. However, it also provides that income is not constructively 
received if the taxpayer's control of its receipt is subject to substantial 
limitations or restrictions. 

The phrase "or otherwise made available" which was inserted in the 
first . sentence of paragraph (a) of section 1. 451 — 2 of the regulations 
makes it clear that, it is a right of withdrawal during the taxable year, 
rather than the formal setting apart or crediting of income, which 
causes such income to be constructively received. 

The regulations, as amended, list four specific conditions which do 
not constitute substantial limitations or restrictions on the taxpayer's 
control over the receipt of earnings payable in respect of any deposit 
or account in a "bank or other financial institution. " which term in- 
cludes banks, building a, nd loan associations, savings and loan associa- 
tions, and Federal savings and loan associations. 

Upon reconsideration of the matter, the increment in value of 
growth savings certificates issued by a bank shall be included in the 
gross income of a taxpayer, employing the cash receipts and disburse- 
ments method of accounting, in each taxable year in which the increase 
o& curs since the taxpayer (certificate holder) has a right to redeem the 
certificate in such taxable year. 

The provisions of Revenue Procedure 04 — 24, C. B. 1904 — 1 (Part, 1), 
0M, relating to closing agreements for interest earned on deposits or 
accounts opened before November 15, 1902, apply to the increment in 
value of these growth savings certificates. 

Revenue Ruling 57 — 452, C. B. 1057 — 2, 002, is hereby revoked. 

Rev. Rul. 60 — 45 

Interest on nonnegotiable savings certificates issued by a bank, 
which is not credited periodicany to a certificate holder but paid 
only upon the surrender and redemption of the certificates, is in- 
cludible in the gross income of the holder, employiug the cash receipts 
and disbursements method of accounting, in each taxable year in 
which the holder either has the right to redeem the certificate or 
could have had such right through making written de&nand for 
payment. 

Revenue Ruling 60 — 145, C. B. 1060 — 1, 182, modified. 

Advice has been requested with respect to the application of section 
1. 451 — 2 of the Income Tax Regulations relating. to constructive receipt, 
of interest earned on nonnegotiable savings certificates described below. 

A. bank issued interest-bearing nonnegotiable savings certificates in 
multiples of $100. The bank agreed to pay the face amount of the 
certificate, with interest, to the holder at the end of 1 year, provided 
the holder made written demand for such payment on or before the, 
expiration of such year. 

If xvritten demand was not made, the certificate remained in force 
and was redeemable at the end of each 6-month period thereafter. 



The bank was obligated to pay the face amount of the certificate, with 
interest, at the expiration of any such period within which demaiid for 
payment was made. 

No crediting of interest on this certificate was made until the holder 
presented it for redemption, at which time the bank paid the face 
amount and all earned interest. The certificate could be redeemed only 
at the end of the first year or any subsequent 6-month period within 
wliich the holder made demand for payment and surrendered the 
certificate, 

Section 1. 451 — 2(a) of the regulations, as amended by Treasury De- 
cision 6728, C. B. 1064 — 1 (Part 1), 78, provides that, income although 
not, actually reduced to a taxpayer's possession is constructively re- 
ceived by him in the taxable year in which it is credited to liis account, 
set apart for him, or o'therwise made available so that he may draw 
upon it at any time, or so that he could have drawn upon it during the 
t;ixable year if notice of intention to withdraw had been given. FIow- 
ever, income is not constructively received if the taxpayer's control of 
its receipt is subject to substantial limitations or restrictions. 

The phrase "or otherwise made available" was added to the first 
sentence of paragraph (a) of section 1. 451 — 2 of the regulations to make 
it clear that it is a right of withdrawal during the taxable year, rather 
than the formal set'ting ii part or crediting of income, which causes such 
income to be constructively received. 

Section 1. 451-2(a) (8) of the regulations provides that a require- 
rnent that the earnings may be withdrawn only upon a withdrawal of 
all or part of the cleposit or account is not a substantial limitation or 
restriction on the taxpayer's control over the receipt of such earnings. 

It is further provided in section 1. 451 — 2(a) (4) of the regulations 
that a requirement that notice be given prior to withdrawal is also not 
a substantial limitation. 

Accordingly, interest on nonnegotiable savings certificates issued 
by a bank, which is not creclited periodically to a, certificate holder but 
paid only upon the surrender and redemption of the certificates, is 
includible in the gross income of the holder, employing the cash re- 
ceipts and disbursenients method of accounting, in each taxable year 
in which the holder either lias the right to redeem the certificate or 
could have had such right through making written demand for 
payment. 

The provisions of Revenue Procedure 64 — 24, C. B. 1064 — 1 (Part 1), 
603, relating to closing arrangements for interest earned on deposits or 
accounts opened before November 15, 1062, apply to interest on these 
nonnegotiable saving s cert ifica tes. 

Revenue Ruling 60-145, C. B. 1060 — 1, 182, to the extent that it is in 
confiict with the result required by section 1. 451 — 2 of the regulations 
as explained above, is hereby modified. 

Earnings credited to the secondary reserve account of. a savings and 
loan institution by the Federal Savings and Loan Insurance Corpora- 
tion. See Rev. Rul. 66 — 40, page M. 
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Subpart C. — Taxable Year for Which Deductions Taken 

SECTION 461. — GENERAL RULE FOR TAXABLE YEAR OF 
DEDUCTION 

26 CFR 1. 401 — 1: General rule for taxable 
year of deduction. 

(Also Sections 165, 471; 1. 165 — 1, 
1. 471 — 1. ) 

Rev. Rul. 66 — 64 

lvhere a purchaser of natural gas for resale enters into a "take- 
or-pay" contract under which a liability arises to make a payment 
for a contract year's gas not yet taken, the asset acquired by 
the incurring of the liability must be treated by the purchaser as 
a deferred charge. Avhen title to the "make-up gas" vests in the 
purchaser, such gas enters into the computation of cost of goods 
soM. . 

If the gas is not taken and the right to take the make-up gas is 
not assigned, a loss for the amount paid for such gas is allowable 
under section 10 & of the Internal Revenue Code of 1954, for the tax- 
able year in which it can be determined that the gas will never be 
taken and that the amount paid will not be refunded. 

Advice has been requested whether, under a "take-or-pay" con- 
tract, the cost of that, portion of a contract, year's specified quantity of 
gas contracted for which is not taken is deductible in the taxable year 
in which the liability to make payment arose. Advice has also been 
requested as to the treatment of such payment, when it is determined 
that the gas paid for will not be taken and that the payment will not 
be refunded. 

The taxpayer is on an accrual method of accounting and purchases 
natural gas for resale. For the year 1060 and subsequent years, the 
taxpayer entered into take-or-pay gas purchase contracts. Under 
such a contract, the taxpayer agrees to purchase and make payinent for 
a, specified quantity of gas for each contract year. In the event the 
taxpayer does not take the entire contract year's specified quantity he 
may accept, in a period ("make-up period") which extends beyond 
the contract year in which the failure to take occurred, all or part of 
the contract year's gas not taken. Gas taken in a contract year sub- 
sequent to that in which the liability to take such gas arose is termed 
"make-up gas. " The cost, of the make-up gas taken in the make-up 
period may be based on the unit price of gas efFective during the con- 
tract year the gas is taken or it may be based on the unit price in efFect 
during the contract year in which the failure to take occurred, de- 
pending upon the terms of the contract. In either case, the purchaser 
is entitled to ofi'set the amount originally paid with respect to the 
make-up gas against such cost. The make-up gas may be taken only 
after the purchaser lras accepted the quantity of gas specified for the 
current. contract year. 

Make-up periods last for the life of the contract or some lesser pe- 
riod. Payments made for gas not taken in the contract, year in which 
the liability to make such payments arose are not, refundable if the 
gas, through no f;iult of the seller, is not taken. The producer-seller is 
Iequired to dedicate specific gas reserves and make available specified 
quantities of gas as stated in the contract, . The rights created under 
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the contract. to purchase gas and to acquire make-up gas are assignable. 
It is clear that the cost of gas purchased for resale and taken during 

the contract year in which liability for payment was incurred gives 
rise to the acquisition of an asset. Similarly, the fact that the tax- 
payer defers the taking of all or any portion of the gas until a contract 
year subsequent to that in which the failure to take the specified quan- 
tity of gas contracted for occurred does not alter the nature of that 
which was acquired by the payment for such ga~t'z, an asset with 
an ascertainable fair market value. 

Accordingly, when the taxpayer incurs a liability under the contract 
to pay for a~ specified quantity of gas but defers the taking of all or a 
portion thereof to a later period, the amount of the liability to pay 
for the contract year's gas not taken must be treated as a deferred 
charge. %hen title to the make-up gas vests in the purchaser, sucli 
«as enters into the computation of cost of goods sold. If the gas is 
not taken and the right, to take the make-up gas is not assigned, a loss 
for the amount paid for such gas is allowable under section 165 of the 
Internal Revenue Code of 1954, for the taxable year in which it can 
be determined that the make-up gas will never be taken and that the 
amount paid will not be refunded. 

P6 CFR 1. 461 — 2: Timing of deductions in 
certain cases where asserted liabilities are 
contested. 

Additional premiums required to be paid by an insured savings and 
loan institution to the Federal Savings and Loan Insurance Corpora- 
tion. See Rev. Rul. 66 — 40, page 36. 

Subpart D. — Inventories 

SECTION 471. — GENERAL RITLE FOR INVENTORIES 

26 CFR 1. 471 — 1: Need for inventories. 

Prepayment made for the purchase of natural gas under a "take- 
or-pay" contract — test for includibility in inventory. See Rev. Rul. 
66 — 64, page 97. 

o6 CFR 1. 471 —, '3: Inventories at. cost. Rev. Rul. 66 — 145 

Demand charges and. other charges incurred by retail gas utilities 
in obtaining gas for resale from gas storage companies or from trans- 
mission conipanies are a part of the cost of . as purchased and, there- 
fore, are includible in inventory cost. 

Advice has been requested as to whether costs in tlie form of flemand 
charges, capacity charges, injection charges, storage charges, with- 
drawal chargest delivei'y charges, etc. , incurr~ed by retail gas utilities 
in obtaining natural gas for resale, are to be charged to expense as 
incurred or are part of the cost of gas purchased and therefore in- 
chtdible in inventory cost. 
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Retail gas utilities are engaged in the sale of natural gas to customers 
for cooking, heating, or industrial purposes. They purchase the gas 
from suppliers at a price pursuant to the applicable provisions of the 
Federal Power Commission "Cras TarifF. " Natural gas may be pur- 
chased from pipeline transmission companies, gas processorsy oi re- 
fineries for clelivery clirectly to consumers or to storage before such 
deliver. 

The purchase price paid for natural gas by retail utilities usually 
consists of two elements, a commodity charge and a demand (or capac- 
ity) charge. The commodity charge is expressed in cents per thou- 
sand cubic feet and is directly proportionate to the quantity of gas 
actually purchased. The demand charge may be described as a charge 
imposed by the tra, nsmission company which represents an increment~al 
cost of providing the facilities necessary for it to meet the utility's 
demand for peak volumes of gas. This clemand charge ordinarily is 
paid every month throughout the year regardless of the amount of gas 
received in any given month and is an integral part of the cost of all 
gas purchased during the year. 

Sometimes, the purchase price includes in addition to a commodity 
charge and a demand charge, a storage charge for storage services 
rendered prior to delivery to the retail utility. This storage charge 
may include an injection charge, a withdrawal charge, and a delivery 
charge. 

Section 1. 471 — 8(b) of the Income Tax Regiilations states in part 
that inventory cost means: 

In the case of merchandise purchased since the beginning of the taxable 
year, the invoice price less trade or other discounts, ~ " *. To this net in- 
voice price should be added transportation or other necessary charges 
incurred in acquiring possession of the goods. 

For the purpose of this provision of the re~lations, a, retail gas utility 
acquires possession of purchased gas at the point where the gas is 
delivered into its distribution system, or, in the case of a storage reser- 
voir. owned by, or contracted for, the utility, at, the point of injection 
into such storage facility. 

Accordingly, all charges incurred up to delivery into the utility's 
distribution system or injection into the utility's storage facility, 
whether such charges be denominated commodity charge& demand 
charge, capacity charge, storage charge, injection charge, withdrawal 
charge, delivery charge, etc. , a~re necessa~ry cha, rges incurred in acquir- 
ing possession of the gas and are includible in inventory cost. 

SECTION 472. — LAST-IN, FIRST-OUT INVENTORIES 

26 CFR 1. 472 — 1: Last-in, first-out inventories. Rev. Rul. 66 — 84 

Price indexes for January 1966, published by the Bureau of 
Labor Statistics on March 4. 1066, for u. e by department stores em- 
ploying the retail inventory and last-in, first-out inventory methods. 

The following price indexes for January 1966, published by the 
Bureau of Labor Statistics on March 4, 1966, for use by department 
stores employing the retail inventory a~nd last-in, fiirst-out inventory 
methods are accepted by the Internal Revenue Service pursuant to sec- 

22S — G88' — 6G — 8 
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lion 1 -lvo — 1 (4) of the Income Tax Regulations and Mimeograph 6944, 
] 948 — ], QI, for appropriate application to inventories for taxable 

years of 19 months ended December 81, 1965, and January 81, 1066. 
Indexes are given on a national basis for the store total, for o(j 

major groups of departments and for two special combinations — soft 
and durable goods. The store total index covers all departments, in- 

cluding some not listed separately, with the following exceptions: 
candy, foods, liquor, tobacco, paints, and wallpaper, as well as con- 

tract departments. 

Bureau of Labor Statistics, Department Store Inventory Price Indexes, by Depart- 
ment Groups 

[January 1941 =100] 

Department group 
January 

1966 
January 

1966 

Percent 
change from 
January 1965 
to January 

1966* 

I 
II 

III 
IV 

V 
VI 

VII 
VIII 

IX 
X 

XI 
XII 

XIII 
XIV 
XV 

XVI 
XVII 

XVIII 
XIX 
XX 

Piece goods 
Domestics and draperies 
Women's and children's shoes 
Men's and boys' shoes 
Infants' wear 
Women's underwear 
Women's and girls' hosiery 
Women's and girls' accessories 
Women's outerwear and girls' wear 
Men's clothing 
Men's furnishings 
Boys' clothing and furnishings 
Jewelry 
Notions 
Toilet articles and drugs 
Furniture and bedding 
Floor covering 
Housewares 
Major appliances 
Radio and tclcvision sets 
Groups I — XV: Soft goods 
Groups XVI — XX: Durable goods 
Store total 

206. 6 
209. 6 
281. 9 
275. 7 
177. 2 
182. 5 
155. 2 
207. 9 
192. 4 
252. 5 
205. 5 
221. 2 
198. 1 
186. 0 
211. 2 
237. 1 
199. 5 
246. 7 
128. 0 
111. 6 
211. 5 
202. 2 
209. 4 

205 
206. 0 
275. 1 
263. 1 
179. 0 
182. 0 
lbs. 0 
202. 0 
189. 9 
241. 8 
202. 4 
220. 9 
195. 2 
184. 3 
206. 7 
234. 0 
198. 7 
242. 3 
130. 0 
118. 2 
208. 2 
201. 5 
206. 8 

0. 4 
1. 7 
2. 5 
4. 8 — 1. 0 
. 3 
. 1 

2. 9 
1. 3 
4. 4 
1. 5 
. 1 

1 5 
9 

2. 2 
1. 3 
. 4 

1. 8 — l. 5 — 5. 6 
1. 6 
. 3 

1. 3 

'Absence of a minus sign before percent change in this column signifies price increase. 

PART IIL — AD JUSTisiENTS 

SECTION 481. — ADJUSTMENTS REQUIRED BY CHANGES 
IN METHOD OF ACCOUNTING 

26 CFR 1. 481 — 1: Adjustments in general. 

Procedure with respect, to a request for change in accountIng prac- 
d glaln dlaersfon pavments 

Proc. 66 — 1, page 508. 
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SECTION 488. — INTEREST ON CFRTAIN DEFERRED 
PAYMENTS 

26 CFR 1. 488: Statutory provisions; interest 
on certain deferred payments. 

T. D. 6878 ' 

TITLE 26 — INTERNAL REVKNUF. . — CHAPTER I& SUBCHAPTER A& PART 1. — 
INCOiilE TAX; TAXABLE YEARS BEGINNING AFTER DECEMBER 31, 1'953 

Interest on certain deferred payments 

DEPARTMENT OF THE TREASURY& 
OFFICE OF COMMISSIONER OF INTERNAL REVENUE& 

W'ashington& D. C. 
& 

80Ã$ 
To Officers and Employees of the Internal Revenue 8ereice and 

Others Concerned: 
On April 20, 1065, a notice of proposed rulemaking to conform the 

Income Tax Regulations (26 CFR Part 1) to the amendment made to 
the Internal Revenue Code of 1054 by section 224(a) of the Revenue 
Act of 1064 (78 Stat. 77) [P. L. 88 — 272, C. B. 1064 — 1 (Part, 2), 6]& 
relating to interest on certain deferred payments, was puk)lished in 
the Federal Register (30 F. R. 5584). After consideration of all such 
relevant matter as was presented by interested persons regarding the 
rules proposed, the following amendments of the regulations are 
hereby adopted. Sections 1. 488 through 1. 488 — 2 of the regulations 
supersecle g 10. 8 — 1 of Treasury Decision 6720, approved April 2, 1064 
(20 F. R. 4882) I C. B. 1064 — 1 (Part 1), 622]. 

PARAGRAPH 1. Section 1. 61 — 7 is amended by revising paragraph (a) 
to read as follows: 

$1. 61 — 7 INTKRKsr. — (a) In general. — As a general rule, interest 
received by or cree'kited to the taxpayer constitutes gross income and is 
fully taxable. Interest income includes interest on savings or other 
bank deposits; interest on coupon bonds; interest on an open account, 
a promissory note, a mortgage, or a, corporate bond or debenture; the 
interest portion of a condemnation award; usurious interest (unless 
by State law it is automatically converted to a, payment on the prin- 
cipal; interest on legacies; interest on life insurance proceecls helcl 
under an agreement t~o pay interest thereon: and interest on refunds 
of Federal taxes. For rules determining the taxable year in which 
interest, including interest accruecl or constructively received, is in- 
cluded in gross income. , see section 451 and the regulations thereuncler. 
For the inclusion of interest in income for the purpose of the retire- 
ment income creclit, see section 87 and the regulations thereunder. For 
credit of tax withheld at source on interest on tax-free covenant bonds, 
see section 32 and the legulations thereunder. For rules relating to 
interest, on certain deferred payments, see section 488 and the regula- 
t ions thereuncler. 

' The publication of this Trensnry Decision in 31 F. R. 941, dated Jan. 25, 1966, contains 
(1) instructions for modifying the notice of proposed rulemaking published in 30 F. R. 
5534, datril Apr. 20, 1965. anil (2) the full context of the regulations with such modifica- 
tion As here published, the Treasnry Decision reflects the full context of such regulations, 
with mo:lifications. The individual instructions have been omitted. 
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PAR. 2. Section 1. 163 — 1 is amended by revising paragraph (a) to 
read as follows: 

$1. 166 — 1 INTEREsT DEOUcTICN IN GENERAL. — (a) KxcePt as otherwise Pro- 
vided in sections 264 to 267, inclusive, interest paid or accrued within the taxable 
year on indebtedness shall be allowed as a deduction in computing taxable 
income. For rules relating to interest on certain deferred pavments, see section 
486 and the regulations thereunder. 

PAR. 3. Section 1. 453 — 1 is amended by revising paragraph (b) to 
read as folloivs: 

(I 1. 458 — 1 INSTALLMENT METHCD CF REPCRTING INcoME. 

(b) Income to be reported. — (1) Persons permitted to use the installment 
method of accountiug prescribed in section 458 may return as income from install- 
ment sales in any taxable year that proportion of the installment payments actu- 
ally received in that year which the gross profit realized or to be realized when 
the property is paid for bears to the total contract price. In the case of dealers 
in personal property, for this purpose, gross profit means sales less cost of goods 
sold. See Ni 1. 456 — 2 for rules applicable to the computation of income of dealers 
in personal property reporting on the installment method. In the case of sales of 
real estate and casual sales of personal property, gross profit means the selling 
price less the adjusted basis as defined in section 1011 and the regulations there- 
under. Gross profit, in the case of a sale of real estate by a person other than 
a dealer and a casual sale of personal property, is reduced by commissions and 
other selling expenses for purposes of determining the proportion of install- 
ment payments returnable as income. For rules applicable in determining "sell- 
ing price" and the use of certain other terms, see also paragraph (c) of $ 1. 456-4. 

(2) For purposes of section 458, any total unstated interest (as defined in 
section 488(b) ) under a contract for the sale or exchange of propertv, payments 
on account of which are subject to the application of section 488, shall not be 
included as a part of the selling price or the total contract price. For rules 
relating to payments received prior to January 1, 1064, see paragraph (a) (2) of 
$ 1. 486 — 2. 

PAR. 4. There are inserted immediately after $ 1. 489 — 1 the following 
new sections: 

f 1. 488 STATUToRY PRovrsICNB; INTEREsT oN CERTAIN DEFERRED PAYMENTs. 
SEC. 488. INTEREST ON CERTAIN DEFERRED PAYMENTS. 

(a) AMCUNT CQNsTITUTING INTEREsT. — For purposes of this title, in 
the ease of auy contract for the sale or exchange of property there shall 
be treated as interest that part of a payment to which this sectiou ap- 
plies which bears the same ratio to the amount of such payment as the 
total unstated interest under such contract bears to the total of the 
payments to which this section applies which are due under such 
contract, 

(b) ToTAL UNSTATEn INTPREsT. — For purposes of this section, the 
term "total unstated interest" means, with respect to a contract for the 
sale or exchange of property, an amount eqiial to the excess of— 

(1) The sum of the payments to which this section applies which 
are due under the contract, over 

(2) The sum of the present values of such payments aud i, he 
present values of any interest payments duc under the coutract. 

For purposes of paragraph (2), the present value of a payment shall be 
determined, as of the date of the sale or exchange, by discounting such 
pavment at the rate, and in the manner, provided in regulations pre- 
scribed by the Secretary or his delegate. Such regulations shall provide 
for discounting on the basis of 6-month brackets and shall provide that 
the present value of any interest payment due not more than 6 months 
after the date of the sale or exchange is;in amount equal to 100 percent 
of such payment. 

((') PAYMEN'rs 'fo ~HIOH SEOTICN APPLTEs. — (1) IN 
Except as provided in subsection (f), this section shall apply to any 
payment on account of the sale or exchange of property which cori- 
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stitutes part or all of the sales price and which is due more than 0 
months after the date of such sale or exchange under a contract— 

(A) Umler which some or all of the payments are due more 
than 1 year after the date of such»ale or exchange, and 

(B) Under which, using a rate provided by regulations pre- 
scribed by the Secretary or his delegate for purpo»»» of this sub- 
paragraph, there is total unstated inte&e, t. 

Any rate prescribed for determining &vhether there is total unstated 
inter« 1 for purp&&»c» of subparagraph (B) shall be at lea»t one per- 
centage l&&&int loIver than the rate prescribed for purposes of subsec- 
tion (b)(2). 

(2) TREATMENT oF EvIDFNcE oF INDEBTEDNEss. — For purposes of 
thi» section, an evidence of indebtedne»s of the purchaser given in 
«on»ideration for the sale or exchange of property»hall not be «on- 
»idered a payment, and any l&&&yment due under such evidence of 
indebtedne»» shall be treated as clue under the contract for the sale 
or exchange. 

& 0 ) PAY If ENTS THAT ARE INDEFINITE AS To TIME, I IABILITY, OR 
Asr&u NT. — In the case of a contract for the sale or exchange of property 
under Ivhich the liability for, or the amount or due date of, any portion 
&&f a payment cannot be deter&oined at the ti&ne of the sale or exchange, 
this»«ction shall be separately, &pplied to su& h portion as if it (and any 
an&ount of interest attributable to such portion) were the only payments 
&h;e uncler the contract; and su&. h determinations of liability, an&ount, 
and &lue date»hall be made at the time payment of such portion is made. 

(e) CHANSE IN TERI1s oF CDNTRAOT. — If the liability for, or the amount 
or due date of, any payment (inclu&ling interest) under a contract for 
the sale or exchange of property is changed, the "total unstated inter- 
est" under the contract shall be recomputed and allocated (with adjust- 
ment for prior interest (including unstated interest payments) under 
regulations prescribed by the Secretary or his delegate. 

(f) Iix& EPTICNs AND LI!&&ITATICNs. — (1) SALEs PRIGE oF $3iooo oR 
IEss. — This section shall not apply to any payment on account of 
the sale or exchange of property if it can be determined at the time 
of such sale or exchange that the sales price cannot exceed $3, 000. 

(2) CARRYINo «&IAR«Es. — In the ca»e of the purcha»er, the tax 
treat&Dent of amounts paid on a«corn&t of the sale or exchange of 
property shall be made without regard to this section if any such 
amounts are treated under section 103(b) as if they included 
interest. 

(3) TREATMENT oF 8ELLER. — In the &. O»e of the seller, the tax 
treatment of any aroounts received on account of the sale or ex- 
change of property shall be made without regard to this section if 
no part of any gain on such sale or exchange would be considered 
as gain fro&n the sale or exchange of a capital asset or property de- 
»& ribed in section 1231, 

(4) SALEs oR Ex«HANGEs oF PATENTs. — This section shall not 
apply to any pavments made pursuant to a transfer described in 
section 1235 (a) (relating to sale or exchanges of patents), 

(:&) ANNUITIEs. — This section shall not apply to any amount the 
liability for which depends in whole or in part on the life expectancy 
of one or more individuals and which constitutes an a&nount received 
as an annuity to which section 72 applies. 

[Sec. 483 as added by sec. 224(a), Rev. Act 1064 (78 Stat. 77) [P. L. 
88 — 272, C. B. 1084 — I (Part 2), 6] ] 

&[ 1. 483 — 1 CoMPUTATIoN oF INTEREsT oN CL'RTAIN D&:FERRED PAYMENTs. — (a) 
Co»&p«totion of amount constituting interest, — (1) General rule. — For all pur- 
poses of the Internal Revenue Code, in the case of any contract for the sale 
or exchange of property, there shall be treated as interest that part of a pay- 
ment to which section 483 applies (see paragraph (b) of this section) which 
bears the same ratio to the amount of such payment as the total unstated inter- 
est (as defined in paragraph (c) of this section) under such contract bears to 
the total of the payments to which section 483 applies which are due under 
such contract. Thus, the amount to be treated a» interest under»ection 483 
is determined by multiplying ea&h payment to which such section applies by a 
fraction, the numerator of which is the total unstated interest under the con- 
tract, and the denominator of which is the total of al) the payments to which 
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section 488 applies v;hich are due under such contract. The effect of this ratio 
is to allocate the total unstated interest on a pro rata basis among the total 
payments to which section 488 applies. Accordingly, the total amount to be 
treated as interest for a taxable year with respect to a contract under which 
there are payments which include unstated interest is an amount equal to the 
unstated interest allocated to the payments under the contract for such year 
plus any stated interest reportable under the contract for such year. See para- 
graph (b) (2) of this section for rules relating to allocation of contract price, 
payments, and stated interest; paragraph (e) of this section for rules relating 
to indefinite payments; paragraph (f) of this section for rules relating 
changes in terms of contract; and paragraph (b) of f 1. 488 — 2 for exceptions 
and limitations to the application of section 488. 

(2) Era&n~»es. --The provisions of this paragraph may be illustrated by the 
followiug example. : 

Era»&f&lo (I). — On December 81, 1968, A sells property to II under a contract 
which provides that 8 is to make three payments of $2, 000 each, such payments 
being due, respectively, at the end of each year for the next 8 years. No interest 
is provided for in the contract. Assume that section 488 applies to each of the 
payments, and that. the total unstated interest under the contract is $559. 8H, 

The portion of each $2, 000 payment ivhich is treated as interest is $186, 68 

(s2, 000 X 
$559. 88 'l 

$6, ooo. oo 7 
Fzamf&le (2). — On December 81, 1968, A sells property to 8 under a contract 

which provides that 8 is to make payments of $4, 000, $8, 000, and $2, 000, such 
payments beiug due, respectively, at the end of each year for the next 8 years. 
No interest is provided for in the contract. Assume that section 488 applies to 
each of the payments, and that the total unstated interest under the contract 
is $750. 81. The portion of the $4, 000 payment which is treated as interest is 

$888. 47 $4, 000X . 
' 

), the portion of the $8, 000 payment which is treated $750. 81 X 

$9, OOO. OO)' 
$750. 81 X 

as interest is $250. 10 $8, 000X 
' ), and the portion of the $2, 000 payment 

which is treated as interest is $166. 74 ($2, 000X 

Example (8). — Ou December 81, 1968, A sells property to B under a contract 
which provides that 8 is to make payments of $2, 040 ($2, 000 sales price plus 
$40 interest), $2, 080 ($2, 000 sales price plus $80 interest), and $2, 120 ($2, 000 
sales price plus $120 interest), such payments being due, respectively, 1, 2, and 8 
years from the date of sale. Assume that both A and B are calendar year tax- 
payers, that section 488 applies to each of the payments, and that the total un- 
stated interest under the contract is $84o. 85. The portion of each $2, 000 payment 

$845. 85 X 
(sales price) which is treated as interest is $115. 28 ($2, 000X '' ' ). Thus, 

for 1964, the total amount to be treated as interest by A and 8 with respect to 
the contract is $155. 28 ($115. 28 unstated interest plus $40 stated interest), for 
1965 such total an&ount is $195. 28 ($115. 28 unstated interest plus $80 stated 
interest), and for 1966 such total amount is $285. 28 ($115. 28 unstated interest 
plus $120 stated interest). 

(b) Pup»&ents to &&&1&ick sectiou I&88 apf&lies. — (1) In generaL — Except as pro- 
vided in subparagraph (4) of this paragraph, section 488 applies to any payment 
made after December 81, 1968, on account of the sale or exchange of property 
oc; urring after June 80, 1968, which paya&ent constitutes part or all of the sales 
price and which is due more than 6 months after the date of such sale or exchange 
under a contract- 

(i) Under which one or more of the payments are due more than 1 year 
after the date of such sale or exchange, and 

(ii) Under which there is "total unstated interest" (withiu the meaning 
of paragraph (d) of this section). 

For purposes of the preceding sentence, the term "sales price" does not include 
any interest payments provided for in the contract. The term "sale or exchange" 
includes any transaction treated as a sale or exchange for purposes of the Gode. 
For purposes of section 488, a payment may be made in cash, stocl- or securities, 
or other property (except as provided in subparagraph (5) of this paragraph). 
Section 488 does not apply io any deferred payments under a contract under 
which all of the payn&ents are due no more than 1 year after the date of the sale 
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or exchange. Section 483 does not apply to a distribution in complete liquida- 
tion of a corporation, regardless of whether the corporation is liquidated in one 
distribution or in a series of distributions. For special rules relating to the 
time a sale or exchange takes pla& e in the case of a disposal of timber, coal, or 
doniestic iron ore, which qualifies under section 031 (relating to gain or loss in 
the case of timber, coal, or domestic iron ore), see that section and the regula- 
tions thereunder. See paragraph (e) of this section for special rules relating 
to indefinite paynients, and paragraph (f) of this section for rules relating to 
the effe& t of a late payment on the determination of the due date of such pay- 
ment. Section 483 may apply whether the contract providing for deferred pay- 
ments is express (whether written or oral) or implied. In general, for purposes 
of section 483, all sales or exchanges involviug deferred payiiients are considered 
as made under a contract. 

(2) Allo««tio&& of co»tr«ct p& ice, pu&l»i&'»ts, u»d stated 0&terest. — If pavmeuts 
are due under a contract both for the sale or exchange of property to which sec- 
tion 483 applies (for example, capital assets) and for either the sale or exchange 
of property to which such section does not apply (for ex;imple, the transfer of 
patents described in section 1235(a) ) or services rendered or to be rendered, 
the parties to the contract may agree at the time of the sale or excliange on a 
reasonable determination of the portion of the contract price and the stated 
interest (if any), and of each payment due under the contract, ivhich is allocable 
to each such type of property and to services. However, if the parties do not so 
agree on a reasonable determination of the allocation of the contract price, or 
the stated interest (if any), or each payment due under the contract, the district 
director shall make such a reasonable determination. 

(3) Effect of othe& p& osis(ons of lau. . — If there is total unstated interest under 
a contract, a portion of each payment to which section 483 applies shall be 
treated as interest. to the extent provided in such section, notwithstanding that 
some other provision of law (for example, section 1245, relating to gain from 
dispositions of certain depreciable property) would, without regard to section 
483, treat a portion of the payment as ordinary iucome or in some other manner. 
In such a case, section 483 shall apply first and the other provision of law shall 
apply only to the remainder of the payment not treated as interest under section 
483. For example, if a portion of a payment is treated as interest under sectiou 
483 and such portion would otherwise be treated as gain from the sale or exchange 
of property which is not a capital asset under section 1232 (relating to bonds 
and other evidences of indebtedness), sectio~ 483 shall apply first and section 
1232 shall apply only to the remainder of the payment after the interest portion 
has beeu determined. In such case, in order to avoid a double inclusion in 
income, for purposes of section 1282(b) the "stated redemption price at maturity" 
shall be reduced by any amount treated as interest under section 483. 

(4) Eff&otire date. — Section 483 does not apply to any payments on account 
of a sale or exchange made pursuant to a binding written contract (including 
an irrevocable written option) entered into before July 1, 1903. For purposes of 
the preceding sentence, a restricted stock option (as defined in section 424(b) ) 
shall be considered as irrevocable. For rules relating to certain stock options 
grauted prior to Jauuary 1, 1905, see paragraph (a) (2) of $ 1. 483 — 2. For pur- 
poses of this subparagraph, if after, Tune 30, 1903 (or December 31, 1964, in the 
case of certain stock options granted prior to su«li date), there is a substantial 
change in the terms of such a contract or option, then any payments made pur- 
suant to such changed contract or option shall not be considered as payments 
on account of a sale or exchange made pursuant to a contract or option entered 
into before July 1, 1963 (or January 1, 1965, as the case may be). For example, 
a payment made after December 31, 1!)03. pursuant to a "buy-sell" agreement 
entered into before July 1, 1903. between shareholders, is not subject to section 
483 unless such agreement is substantially changed after Juue 30, 1908. For 
purposes of this subparagraph, a mere prepayment or early payment of part or 
all of the sales price or stated interest, or a change in the sales price arising 
from an independent appraisal or a mechanical formula, if such appraisal or 
formula is specified in the contract, or the mere transfer of the obligation to make 
or of the right to receive deferred payments under a contract, is not considered 
a substantial change in the terms of the contract. Furthermore, a late paym«nt 
of part or all of the sales price or stated interest shall not be considered a suk&- 

stantial change iu the terms of the contract if such payment is made no later 
than 90 days after the date the payment was due under tlie contract, or, if the 
payment is made after such 90-day period. any additional iiiterest provided 
for under the tcr&us of the contract or under local law is colle&ted. 
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(5) Evidence of indebtedness. — For purposes of section 483, an evidence of 
indebtedness (whether or not negotiable and whether or not includible in gross 
income) of the purchaser given in consideration for the sale or exchange of 
property is not a payment, and any payment due under such evidence of indebted- 
ness shall be treated as due under the contract for the sale or exchange. 

(6) Examples. — The provisions of this paragraph may be illustrated by the 
following examples: 

Example (I). — On December 31, 1963, A sells property to B under a contract 
which provides that B is to pay $3, 000 on the date of sale, $1, 000 ou June 1, 1964, 
and $1, 000 on December 26, 1964. No interest is provided for in the contract. 
Since none of the payments under the contract is due more than 1 year after the 
date of the sale, section 483 does not apply to any of the payments due under 
the contract. 

Example (2). — Tbe facts are the same as in example (1), except that there is 
an additional $1, 000 payment due on June 1, 1965. Since, under the contract, 
there is at least one payment due more than 1 year after the date of the sale, 
section 488 applies to any definit payment under the contract which is due more 
than 6 months after tbe date of the sale. Thus, section 483 applies to the $1, 000 
payments due on December 26, 1964, and on June 1, 1965. 

L&'xample (3). — On December 31, 1968, A sells property to which section 483 
applies and renders services to B under a contract which provides that B is to 
pav $10, 000 on the date of sale, $5, 000 on December 31, 1964, and $5, 000 on Decem- 
ber 81, 1965. No interest is provided for in the contract. Assume that the parties 
make no allocation of the contract price between property and services but that 
a reasonable allocation of tbe $20, 000 total contract price and of each $5, 000 pay- 
ment is 75 percent for the sale of the property and 25 percent for the services 
rendered. The district director may allocate the contract price and each payment 
in those proportions and section 483 would then apply to 75 percent of each $5, 000 
payment ($8, 750) since this is the portion that was allocated to the sale of the 
property. 

Example (I&), — On December 31, 1963, 3I Corporation redeems 500 shares of 
kts stock from A. , one of its shareholders. 3I pays A $10. 000 on the date of re- 
demption and gives A a non-interest-bearing promissory note which provides 
that &lf is to pay A. $2, 000 at the end of each of the next 5 years. Section 488 
applies to each of the $2, 000 payments. 

Exa»&pie (5). — On December 31, 1968, A sells property to B under a contract 
which provides that B is to pay A $10, 000 on the date of sale and transfer to A a 
total of 4, 000 shares of X Corporation stock owned by B, 2, 000 of such shares 
being due on June 30, 1965, and 2, 000 shares on June 80, 1966. No interest is 
provided for in the contract. Section 488 applies to each of the transfers of L 
stock to . 4. See paragraph (e) of this section for special rules relating to in- 
definit payments. 

Example (6). — On December 81, 1963, 3I Corporation sells 500 shares of its 
stock to 1, one of its employees, for a lump-sum payment of $10, 000. At tbe 
same time, A borrows $10, 000 from 3I Corporation and gives 3I a non-interest- 
bearing promissory note which provides that A is to pay 3I $2, 000 at the end of 
each of the next 5 years. Section 483 applies to any payments made by A under 
the promissory note in the same manner as if such payments were being made 
under a deferred-payment coutract for the sale or exchange of the stock. 

Example (7). — 3I Corporation and N Corporation each owns one-half of the 
stock of 0 Corporation. On December 31, 1963, pursuant to a reorganization 
qualifying under section 368(a) (1) (B), 3I contracts to acquire the one-half 
interest held by N for an initial distribution on such date of 80, 000 shares of 3I 
voting stock, and a nonassiguable right to receive up to 10, 000 additional shares 
of . 1I's voting stock during the next 8 years, provided the net profits of 0 
Corporation exceed certain amounts specified in the contract. No interest is 
provided for in the contract. No additional shares are received in 1964 or in 
1965, but in 1966 the annual earnings of 0 Corporation exceed the specified 
amount and on December 31, 1966, au additional 3, 000 3I voting shares are trans- 
ferred to N. Section 483 applies to the transfer of the 3, 000 3I voting shares to X 
on December 31, 1966. See example (2) of paragraph (e) (8) of this section 
for an illustration of the computation of total unstated interest in this case. 

ExanIple (8). — P Corporation and Q Corporation each owns one-half of the 
si, ock of R Corporation. On December 31, 1963, pursuant to a reorganize. tion 
qualifying under section 368(a) (1) (B), p contracts to acquire the one-half 
interest held by Q for a distribution on such date of 40, 000 shares of p voting 
stock. As a part of the plan of reorganization, Q immediatelv places 10, 000 of 
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such voting shares in escroiv. The escro&v agreeinent provides that all or a 
portion of the stock placed in escroiv is to be returned to P within 3 years 
(together . . vith dividends and earnings thereon) if R's net profits do not exceed 
certain ainounts specified in the agreeinent aud that Q Corporation is entitled to 
vote the escroived stock until such tiine as it may be return&ed to P Corporation. 
The agreement further provides that the escrow ivill terniinate at the end of 3 
ye;irs and that any stock then reniaining in escrow (together with dividends 
and earnings thereou) is to be redelivered to Q Corporation. Q Corporation 
currently includes in inconie all dividends and earnings thereon with respect to 
the escroived stock. Since Q Corporation is treated as having received, on De- 
cember 31. 1963, all payinents due under the exchange, section 483 &loca 
apply to the transfer of any of the escrowed stock to (J Corporation. 

(&. ) Total u»stated l»le&est. — (1) In general. — For purposes of paragraph (a) 
of this section (that is, for purposes of determining the portion of a payment to 
which section 483 applies which is to be treated as interest), the term "total 
unstated interest" nieans, with respect to a contract for the sale or exchange 
of property, an aniount equal to the excess of- 

(i) The sum of the payments to which section !83 applies which are clue un&ler 
the contract & within the meaning of paragraph (b) of this section), over 

(ii) The sum of the present values of such payments and the present values of 
any stated interest paymeuts due under the contract. 

(2) Present ealue of a pag»&c&&t. — The present value of any interest payment 
due under the contract not more than 6 months after the date of the sale or 
exchange is an amount equal to 100 percent of such payment. The present value 
of any other interest payment, aud of any payment to vvhich section 483 applies, 
which is due under the contract shall be determined by discounting such payment 
at an interest rate of 5 percent per annum compounded semiannually, from the 
nearest date (to the date such payment is actually due under the contract) which 
marks a 6-month interval from the date of the sale or exchange. For purposes 
of computing the present value of a payment at such rate and in such &»armer, 
column (b) of the appropriate table set forth in paragraph (g) of this section 
shall be used. 

(3) Era»&ples. — The provisious of this paragraph mar be illustrated by the 
following exainples: 

Eza»&pie (I ). — On December 31, 1963, Z sells property to B under a contract 
which provides that B is to make three payinents of $2. 000 each, such payments 
being due, respectively, at the end of each year for the next 3 years. No interest 
is provided for in the contract. For purposes nf paragraph (a) of this section, 
the total unstated interest under the contract is $5, &9. 88. computed as follows: 
Sum of payments to wh cb sec. 483 applies $6, 000. 00 
Less: 

Present value of $2, 000 due every 12 mouths for 3 years 
($2, 000X2. 72006 (factor for 3 years, col. (b), table III) ) 5. 440. 12 

Total unstated interest $5&59. 88 

Example (2). — On December 31, 1963, A sells property to B under a contract 
ivhich provides that B is to make two payments of $1, 000 each, payable August 
1, 1964, anil November 1, 1964, and a third payment of $2. 000, payable &larch 1, 
1965. No interest is provided for in the contract. For purposes of paragraph 
(a) of this section, the total unstated interest under the contract is $168. 96, 
coniputed as folloivs: 

Sum of payments to which sec. 483 applies 
Less: 

Present value of $1, 000 due Aug. 1, 1964 ($1, 000 
X 097561 (factor for 6 to 9 months, col. (b), table I)) 

Present value of $1, 000 due Nov. 1, 1964 ($1, 000 
X0. 95181 (factor for 9 to 15 months, col. (b), 
table I)) 

Present value of $2, 000 due '&&Iar. 1, 1965 ($2, 000 
X0. 95181 (factor for 9 to 15 months, col. (b), 
table I)) 

Total unstated interest 

$975. 61 

951. 81 

1, 903. 62 

$4, 000. 00 

3, 831. 04 

$168. 96 
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Example (3). — On December 31, 1963, A. sells property to B under a contract 
which provides that B is to make payments of $2, 040 ($2, 000 sales price plus $40 
interest), $2, 080 ($2, 000 sales price plus $80 interest), and $2, 120 ($2, 000 sales 
price plus $120 interest), such payments being due, respectively, 1, 2, and 8 
years from the date of sale. For purposes of paragraph (a) of this section, 
the total unstated interest under the contract is $345. 85, computed as follows; 

Sum of payments to which sec. 488 applies 
Less: 

Present value of $2, 040 due 1 year from date of sale 
($2, 040X0. 95181 (factor for 9 to 15 months, col. 
(b), table I)) 

Present value of $2, 080 due 2 years from date of sale 
($2, 080X0. 90595 (factor for 21 io 27 months, col. 
(b), t, able I)) 

Present value of $2, 120 due 3 years from date of sale 
($2, 120X0. 86230 (factor for 33 to 39 months, col. 
(b), table I)) 

To(al unstated interest 

$6, 000. 00 

$1, 941. 69 

1, 884. 88 

1, 828. 08 
5, 654, 15 

$345. 85 

Example (4). — The facts are the same as in example (3), except that the erst 
payment of $2, 040 ($2, 000 sales price plus $40 interest) is due on March 1, 1964. 
Since this payment is not due more than 6 months after the date of the sale, the 
$2, 000 payment of sales price is not a payment to which section 483 applies. 
For purposes of paragraph (a) of this section, the total unstated interest under 
the contract is $247. 54, computed as follows: 

Sum of payments to which sec. 483 applies 
Less: 

Present value of $40 stated interest due Mar. 1, 1964 
($40 X 1. 00000 (0 to 6 months, col. (b), table I)) 

Present value of $2, 080 due 2 years from date of sale 
($2, 080 X 0. 90595 (factor for 21 to 27 months, col. 
(b), table I)) 

Present value of $2, 120 due 8 years from date of sale 
($2, 120 X 0. 86230 (factor for 33 to 39 months, col. 
(b), table I)) 

$4, 000. 00 

$40. 00 

1, 884. 88 

1, 828. 08 
3, 752. 46 

Total unstated interest $247. 54 

(d) Test of whether there is total unstated interest under a contract, — (1) ia 
general. — Except as provided in subparagraphs (2) and (3) of this paragraph, 
for purposes of determining whether section 483 applies to payments under a 
contract (that is, for purposes of paragraph (b) (1) (ii) of this section), the 
determination of whether there is total unstated interest under a contract shall 
be made in accordance with the method for computing total unstated interest 
provided in paragraph (c) of this sectiou, except that column (a) of the appro- 
priate table contained in paragraph (g) of this sectiou (which provides for dis- 
counting payments at a test rate of 4 percent per annum simple interest) shall 
be used to determine the present value of a payment. If, after applying the test 
rate provided in the preceding sentence, there is total unstated interest (regard- 
less of amount) with respect to a contract, section 488 applies to the payments 
described iu paragraph (b) of this section which are due under the contract. 
In such case, the amount of total unstated interest under the contract which is 
includible in or deductible from income must be computed by using the higher 
interest rate prescribed in paragraph (c) of this section, and then allocating 
such amount among the payments due under the contract in the manuer provided 
in paragraph (a) of this section. 

(2) Alternatiue test cohere contract rate is at least 0 p««»t p«& nnu~ 
simple interest. — The method provided in subparagraph (1) of this pa~ag~aph 
for determining whether there is total unstated interest need uot be used in the 
case of a contract which provides for interest at a rate of at least 4 percent 
simple interest per annum, payable on each installment of lrrincipal at the ™ 

such installment is payable. For purposes of paragraph 
sect:on, there is no total unstated interest under such a contract and, therefore, 
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section 483 does not apply to payments under such a contract. For purposes of 
this paragraph, sir»pie interest means straight interest computed on the prin- 
cipal amount of a payment from the tirue of the sale or exchange to the time the 
payment is required to be made. As an illustration of the meaning of sir»pie 
interest, if a contract provides for payments totaling $6, 000 i» three equal 
installments of $2, 000 plus 4 percent per annum simple interest, such install- 
ments of principal and interest being due 1, 2, and 3 years, respectively, fror» 
the date of the sale, the amount of interest due with the first install&»cut is $80 
($2, 000X0. 04X1), the amount of interest due with the second installment is 
$16!0 ($2, 000X 0. 04X2), and the amount of interest due with the thircl installment 
is $240 ($2, 000X0. 04X8). 

(8) Test! ate of l»terest fo! gore»»»!cntal obligation described in section 108. — 
In the ease of a contract under which the purchaser is the United States, a State, 
or any other governmental body described in section 103 (relating to interest on 
certain governmental obligations), and under which the deferred payments are 
r»ade pursuant to an obligation to which section 103 applies the test rate of 
interest for determining whether there is total unstated interest shall be zero. 

(4) Eaamt&les. — The provisions of this paragraph may be illustrated by the 
following examples: 

Eza»!pie (I). — Ou December 31, 1963, A sells property to B under a contract 
which provides that B is to make payments at the end of each of the next 3 
years of $2, 000 principal, plus 5 percent per annum sir»pie interest. Since the 
interest rate specified in the contract with respect to each payment is higher 
than the test rate (4 percent per annum simple interest), it is not necessary to 
compute whether there is total unstated interest under subparagraph (1) of 
this paragraph, and section 483 does not apply to any payments due under the 
colltl'act. 

Rza»!»le (2). — The facts are the same as in example (1), except that the 
interest rate provided in the contract is 2 percent per annum simple interest. 
Since the interest rate specified in the contract is less than the test rate (4 per- 
cent per annum simple interest), section 483 applies to each of the payments 
c!f sales price due under the contract. For the method of computing the amount 
of total unstated interest which is includible in or deductible from income, see 
paragraph (c) of this section. 

Es»»!I&le (S). — On December 81, 1963, A sells property to B under a contract 
which provides that B is to make payments of $2, 040 ($2, 000 sales price plus 
$40 interest), $2, 080 ($", 000 sales price plus $80 interest), and $2, 120 ($2, 000 
sales price plus $120 interest), such payments heing due, respectively, 1, 2, and 
8 years from the date of sale. The &letermination of whether there is total 
u»stated interest under the contract is made in the following manner: 

(i) Sum of payments to which sec. 483 applies 
(ii) Sum of: 

Present value of $2, 040 due 1 year from date 
of sale ($2, 040X0. 96154 (factor for 9 to 15 
months, col. (a), table I)) $1, 961. 54 

Present value of $2, 080 due 2 years from date 
of sale ($2, 080X0. 92593 (factor for 21 to 27 
months, col. (a), table I)) 1, 925. 93 

Present value of $2, 120 due 3 years from date 
of sale ($2, 120X0. 89286 (factor for 33 to 39 
months, col. (a), table I)) 1, 892. 86 

$5, 780. 33 

Since the sum of the payments to rvhich section 488 applies ($6, 000) exceeds the 
sum of the present values of such payments and the present values of the 
stated interest payments ($5, 780. 38), there is total unstated interest under the 
contract and the provisions of section 483 apply to the payments of sales price 
due under the contract. For the method of computing the amount of total 
unstated interest which is includible in or deductible from income, see paragraph 
(c) of this section. 

E'er»pie (fr). — (i) On December 31, 1963, A sells property to B under a con- 
tract which provides that B is to make four $1, 000 payments, each payroent 
bearing 4 percent per annum simple interest. Such payments are due, respec- 
tively, 1, 2, 3, ancl 4 years from the date of sale. Thus, the pay»rents would be: 
$1, 040 ($1, 000 sales price plus $40 interest), $1, 080 ($1, 000 sales price plus $80 
interest), $1, 120 ($1, 000 sales price plus $120 interest), and $1, 160 ($1, 000 sales 
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l&rice plus $19) interest). The total interest stated in the contract for the 4-year 
period is $400. Since the interest rate specified in the contract between A and B 
is equal to the test rate (4 percent per annum simple interest), subparagraph (2) 
of this paragraph applies. Therefore, it is not necessarv to compute whether there 
is total unstated interest under subparagraph (1) of this paragraph, and section 
488 does not apply to any payments due under the contract. 

(ii) On the same date, A sells property to C under a contract which provides 
that C is to make four payments of $1, 000 each, such payments being due, 
respectively, 1, 2, 8, and 4 years from the date of sale. No interest is due until 
the last payment at which time C is to pay $400 interest. Since the contract 
between A and C does not provide for interest at a rate of at least 4 percent per 
annum, payable on each installment of principal at the time such installment is 
payable, subparagraph (2) of this paragraph does not apply and the deterini- 
nation of whether there is total unstated interest must be made under sub- 

paragraph (1) of this paragraph, as follows: 

(a) Sum of payments to which sec. 488 applies $4, 000. 00 
((&) Sum of: 

Present value of $1, 000 duo every 12 months 
for 4 years ($1, 000X8. 64240 (factor for 4 
years, col. (a), table III)) $8, 642. 40 

Present value of $400 stated interest, due 4 years 
from date of sale ($400X0. 86207 (factor for 
45 to 51 months, col. (a), table I)) 844, 88 

$8, 987. 23 

Since the sum of the payments to which section 488 applies ($4, 000) exceeds the 
sum of the present values of such payments and the present value of the stated 
interest payment ($8, 987. 28), there is total unstated interest under the contract, 
and the provisions of section 488 apply to the payments of sales price due under 
the contract. For the method of computing the amount of total unstated inter- 
est which is includible in or deductible from income, see paragraph (c) of this 
section. 

(e) Payments that are inde/&gite as to time, liability, or anioant. — (1) In 
general. — In the case of a contract for the sale or exchange of property under 
which there are any indefinite payments, section 488 shall be separately applied 
to each such indefinite payment as if it (and any amount of interest attribu- 
table to such indefinite payment) +as the only payment due under the con- 
tract, and the effect of the application of section 488 shall be determined at the 
time such payment is made. For purposes of section 488, a payment shall be 
considered as i~definite if the liability for, or the amount or due date of, such 
pavment cannot be determined at the time of the sale or exchange. Thus, if, 
at the time of the sale or exchange, some or all of the payments under the con- 
tract are indefinite, the determination as to whether there is total unstated 
interest (see paragraph (d) of this section), and if so, the computation of the 
amount of total unstated interest which is includible in or deductible from income 
(see paragraph (c) of this section), shall be made separately with respect to 
each indefinite payinent as of the time it is received, taking into account the 
time interval betweeu the sale or exchange and the receipt of the payment (to 
the nearest 6-month interval). Section 488 shall be applied separately to the 
aggregate of any definite payments which may also be due under the contract 
Section 488 does not apply to any indefinite payment which is made no more 
than 1 year after the date of the sale or exchange even if there are oth« 
payments (definite or indefinite) under the contract made more than a year 
after such date. The provisions of this subparagraph shall apply notwithstand- 
ing the fact that the obligation under which such payment is made has been 
valued and the transaction treated as "closed" for purposes of determining gaia 
or loss. See paragraph (b) (5) of this section for rules relating to evidence of 
indebtedness. See paragraph (b) (1) (i) of &] 1. 488 — 2 for rule relating to the effect 
on indefinite payments of the exception for contracts with a sales price of $8, 006 
or less. 

(2) Contingent interest. — If a deferred-payment contract provides for con- 
tingent interest, no part of such contingent interest shall be taken into account 
for purposes of section 488 until it is actually paid. For example, contingent 
interest shall not be taken into account in determining whether there is total 
imstated interest under the contract. For purposes of section 488, inter st shall 
be considered as contingent if the liability for, or the amount or due date of, 
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iuch interest cannot be determined at the time of the sale or exchange. If any 
part of the interest provided for in the contract is not contingent interest, such 
part shall be taken into account as stated interest for purposes of section 483. In 
ease any aniount of contingent interest is actually paid, such payment shall be 
treated in ace&&rdance with the rules prescribed for indefinite payments in sub- 
paragraph (1) of this paragraph if the payment of the portion of the sales price 
to which the interest is attributable is indefinite, or in accordance with the rules 
prescribed for changes in the ternis of the contract (see paragraph (f) of this 
section) if the payment of the portion of the sales price to ivhich the interest is 
attributable is definite. If the contract provides that all or a definite part of 
the interest must in all events be paid by a date specified in the contract (whether 
or not in certain circuinstances it must be paid earlier), then such interest (or 
the definite part thereof) shall not be considered contingent interest and shall 
be taken into account as stated interest due on such specified date. If any ainount 
of interest described in the preceding sentence is actually paid before such speci- 
fiie&l date then such paymeiit shall be treated in accordance with the rules pre- 
scribed for indefinite paynients in subparagraph (1) of this paragraph if the 
payment of the portion of the sales price to which the intereit is attributable is 
indcfiinite, or in accordance with the rules prescribed for changes in the terms 
of the contract (. e& paragraph (f) of this section) if the payment of the portion 
of the sales price to which the interest is attributable is definite, 

(3) E&uu&plcs. — The provisions of this paragraph may be illustrated by the 
f oil owing examples: 

Euumple (I). — On December 31, 1963, 4 sells property to B under a contract 
whi& h provides that B is to pay $40, 000 at the time of sale and $10, 000 on Decem- 
ber 29th of each year for the next 3 years, unless profits derived from the prop- 
erty exceed a specific'. amount during the year, in which case, in such year, B is 
to pay $12, 000. No interest is provided for in the contract. For the year 1964, 
profits have exceeded the specified amount and B pays $12, 000. For 1965 B pays 
only $10, 000, but for 1966 profits have again exceeded the specified amount and 
B pavs $12, 000. Since, on the date of sale, there are definite payments due 
under the contract, total unstated interest is computed with respect to the ag- 
gre, ate of such definite pavments. The total unstated interest under the con- 
tract, determined as of December 31, 1963, is $2, 799. 40, computed as follows: 

Sum of definite payments to which sec. 483 applies $30, 000. 00 
Less: 

Preseut value of $10, 000 due every 12 months for 8 years 
($10, 000X2. 72006 (factor for 8 years, col. (b), table III) ) 27, 200. 60 

Total unstated interest $2, 799. 40 

At the time of receipt of the indefinite portion ($2, 000) of the first payment 
($12. 000), additional unstated interest is not computed on the amount of such 
indefinite portion since payment was made no more than 1 year after the date 
of the sale. At the time of receipt of the indefinite portion ($2, 000) of the last 
payment ($12, 000), additional unstated interest is computed based on the amount 
of such indefinite portion. The additional unstated interest at the end of the 
third year is $275. 40, computed as follows: 

Indefinite portion of payment to which sec. 483 applies $2, 000. 00 
Less: 

Present value of such portion ($2, 000X0. 86230 (factor for 33 to 39 
~onths, col. (b), table I) ) I, 724. 60 

Total unstated interest &:275. 40 

Erur&&pie (2). — 31 Corporation and N Corporation each own one-half of the 
stock of 0 Corporation. Ou December 31, 1968, pursuant to a reorganization 
qualifying under section 368(a) (1) (B), ill contracts to acquire the one-half 
interest held by N for an initial distribution on such date of 30, 000 shares of If 
voting stock, and a nonassignable right to receive up to 10, 000 additional shares 
of &Il's voting stock during the next 3 years, provided the net profits of 0 Corpora- 
tion exceed certain amounts specified in the contract. No interest is provided 
for in the contract. &&lo additional shares are received in 1964 or in 1965, but in 

1966 the annual earnings of 0 Corporation exceed the specified amount and on 

December 31, 1966, an additional 3, 000 Il voting shares are transferred to N. 
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The fair market value of such shares on the date of transfer is $60, 000 ($20 per 
shale). The total uustated interest applicable to the indefinite payment is $8, 262 
computed as follows: 

Indefinite payment to which scc. 483 applies — 860, 000 
Less: 

Present value of such payment ($60, 000X0. 86230 (factor for 33 to 39 
months, col. (b), table I) ) 51, 738 

Total unstated interest $8, 262 

See paragraph (a)(2) of I'I 1. 483 — 2 for the effect on a reorganization defined in 
section 368(a) (1) of treating a portion of voting stock as interest under section 
483. 

Bean~pie (3). — On December 31, 1963, A. sells property to B under a contract 
which provides that B is to make one payment on May 1, 1965. No interest is 
provided for in the contract and, at the time of sale, adjusted basis of the 
property to A is $2, 000. Assume that the amount of the payment is indefinite but 
that the contract has an ascertainable fair market value of $8, 000. d'or the 
year 1963, A includes $6, 000 ($8, 000 value of contract minus $2, 000 adjusted 
basis) in gross income from the sale of the property and the transaction is treated 
as "closed" for purposes of determining gain or loss. On May 1, 1965, A. collects 
$9, 000 on the contract (which is more than the valuation that was placed on the 
contract in 1963). Section 483 applies to the $9, 000 payment and $642. 60 is 
treated as total unstated interest, computed as follows: 

Indefinite payment to which sec. 483 applies $9, 000. 00 
Less: 

Present value of such payment ($9, 000X0. 92860 (factor for 15 to 
21 months, col. (b), table I) ) 8, 357. 40 

Total unstated interest $642. 60 

The excess of the amount collected ($9, 000) reduced by the amount treated as 
unstated interest ($642. 60) under section 483 is $8, 357. 40. The excess of such 
amount ($8, 357. 40) over the value of the contract as determined in 1963 ($8, 000) 
shall be included in income in accordance u ith the other applicable provisions of 
the Code. Thus, $357, 40 is included in income. 

Ezample (lj). — The facts are the same as in example (3), except that on May 
1, 1965, A collects only $6, 000 on the contract (which is less than the valuation 
that was placed on the contract in 1963). Section 483 applies to the $6, 000 
payment and $428. 40 is treated as total unstated interest, computed as follows: 

Indefinite payment to which sec. 483 applies $6, 000. 00 
Less: 

Present value of such payment ($6, 000X0. 92860 (factor for 15 to 
21 months, col. (b), table I) ) 5, 571. 60 

Total unstated interest $428. 40 

The amount collected ($6, 000) reduced by the amount treated as unstated 
interest ($428. 40) under section 483 is $5, 571. 60. The excess of the value of the 
contract as determined in 1963 (88, 000) over such amount ($5, 571. 60) shall be 
treated as a loss in accordance with the other applicable provisions of the Code. 
Thus, $2, 428. 40 is treated as a loss. 

Eaample (5). — On December 31, 1963, A sells a capital asset which has an 
adjusted basis in A's hands of $100, 000 to B under a contract which provides that 
B is to make payments on January 15th of 1965, 1966, and 1967, the amount of 
such payments being dependent solely on the profits derived from the property. 
No interest is provided for in the contract. Assume that this is a rare and 
extraordinary case (see paragraph (a) (2) of $ 1. 453 — 6) in which the contract 
does not have an ascertainable fair market value and that A is permitted to apply 
payments of sales price in reduction of basis before being required to include any 
amount as gain on the transaction. For 1965, B pays A $50, 000, for 1966 $100, 000, 
and for 1967 '$100, 000. 
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(i) For the year 196&, the $50, 000 paynient would be allocated $2, 409. 50 as 
total u&&stated interest and $47, 590. 50 as return of capital, computed as follows: 
(a) Indefinite payment to which sec. 483 applies $50 000. 00 

Less: 
Present value of such payn&ent ($50, 000X0. 95181 (factor for 

9 to 15 month, , col. (b), table I) ) 47 590 50 

Total unstated interest $2, 409. 50 

(ii) For the year 1966, the $100, 000 payment would be allocated $9, 405 as 
total unstated intere. t, $52, 409. 50 as return of capital, and $38, 185. 50 as capital 
gain, computed as folio&vs: 

(«) Indefinite p«yment to which sec. 483 applies $100, 000. 00 
Less: 

Present value of such payment ($100, 000X0. 90595 (factor 
for 21 to 27 months, col. (b), table I) ) 90, 595, 00 

Total unstated interest $9, 405, 00 

(I&) Payment of principal 
Plus: 

Amount of capital returned in 1965 

$90 595 00 

47, 590. 50 

$138, 185. 50 
Less: 

Adjusted basis of property 100, 000. 00 

Capital gain $38, 185. 50 

(iii) For the year 1967, the $100, 000 payn&ent would be allocated $13. 770 as 
total unstated interest and $86, 230 as capital gain, computed as follows: 

(a) In&lefinite payment to which sec. 483 applies $100, 000 
Less: 

Present value of such paymeut ($100, 000X0. 86230 (factor for 
33 to 39 months, col. (b), table I) ) 80, 230 

Total unstated interest 

(h) Capital gain 

$13, 770 

$86, 230 

(f) Changes (n terms of contract. — (1) In gener«l. — If the liability for, or the 
amount or due date of, any payment (including interest) under a contract for 
the sale or exchange of property is changed during any taxable year. (referred to 
as the "year of change"), the total unstated interest &m&ler the contract shall be 
recompute&1 under the rules of paragraphs (c) and (d) of this section (as if the 
original contract had contained the changed terms) aml allocated (in the 
manner provided in subparagraph (4) of this paragraph) with adjustment for 
prior interest (including unstated interest) payments. The provisions of this 
paragraph apply regardless of whether there was total unstated interest under 
the original contract. En general, a late payment or an early payment (includ- 
ing a prepayment) is considered a change in the due date of such paymeut to 
the date on which the payment is actually made, and therefore is considered 
a change in the terms of the contract. Hovvever, for purposes of the preceding 
sentence. the due &late of a payment shall not be considered changed merely 
because the payment is late (or early), provided the payment is made no later 
(or earlier) than 90 days after (or before) the date the payment was duc under 
the contract. Furthermore, any additional interest which is paid by the pur- 
chaser because of a late payment, either under the terms of the contract or 
under the provisions of local lasv, shall be taken into account as stated interest 
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for purposes of any recomputation of total unstated interest under the contract. 
In general, a novation is considered a change in the terms of the contract. 
However, for special rules relating to the transfer of the obligation to make de 
ferred payments or of the right to receive deferred payments, see subparagraph 
(6) of this paragraph. A default in remaining payments under a contract (re- 
gardless of whether the property is repossessed or the debtor is released from 
liability under the contract) is also considered a change in the terms of tbe 
contract for purposes of section 483. In such case, the contract shall be con 
si&lered as having been changed so as to provide for a reduction in the stated 
sales price to the amount that has actually been paid by the debtor as of the 
date of the default, and total unstated interest shall be recomputed based on 
such revised contract. Any pavrnents subsequently made by or on behalf of the 
debtor with respect to his obligation (including payments on a deficiency judg 
inent) shall be treated as indefinite payments under the contract in accordance 
ivith the rules prescribed in paragraph (e) of this section. For purposes of 
section 483, the value of the repossessed property is not considered a payment 
under the contract. 

(2) Effect of et&ange in terms of contract on cl&aracterization as principal or 
interest. — Except ss otherwise provided in this paragraph, the characterization 
as principal or interest of auy portion of a payment under a contract for the 
sale or exchange of property is not changed as a result of events occurring after 
the close of the taxable year in which the payment is made. Thus, for example, 
if a portion of a payment was characterized as interest for a prior year, and 
such characterization resulted in a corporation being treated as a personal 
holding company for such prior year, any change in the terms of the contract 
does not decrease the portion of such payment characterized as interest for 
purposes of redetermining personal holding company status for such prior year. 
ilowever, the parties to a contract may change its terms so as to alter for the 
year of change and for any subsequent years the characterization as principal 
an&1 interest of any portion of a payment under the contract. 

(3) Effect on basis of change in terms of co~tract. — If the terms of the contract 
are changed so that the amount of total unstated interest (if any) under the re- 
vised contract difters from tbe amount of total unstated interest (if any) uuder 
the original contract, the basis to the purchaser of any property which divas sold 
or exchanged under the original contract (or to anv other person whose basis 
for such property is determined in whole or in part by reference to the basis 
of the purchaser) shall be redetermined as of the date of the change by taking 
into account any recomputation of total unstated interest. Thus, such pur- 
chaser (or such other person) shall redetermine his basis only if he has not 
sold, exchanged, or otherwise disposed of such property at the time the change 
in the ter&us of the contract is made. 

(4) Allocation of reconiputed total unstated interest. — (i) If tbe amount of 
total unstated interest recomputed under the contract (as changed) exceeds the 
amount of total unstated interest previously returned as income or deducted 
un&ier the contract (prior to the change in terms), such excess amount shall be 
allocated on a pro rata basis among the remaining definite payments duc under 
the revised c&mtract; that is, there shall be treated as interest that part of a 
definite payment (due under the revised contract) to ivhich section 483 applies 
which bears the same ratio to the amount of such payment as such excess amount 
bears to the total of the remaining definite payments to which section 483 applies 
which are due under such revised contract. For purposes of this subdivision, 
the determination of whether a payment is definite shall be made at the 
time the contract is changed. 

(ii) If the amount of total unstated iuterest recomputed under the contract 
(as changed) is less than the amount of total unstated interest previously re- 
turned as income or deducted (under the contract prior to the change in terms) 
the amount of the difference shall be deducted from the income of the seller or 
added to the income of the purchaser for the year of the change. 

(b) Eaamples. — The provisions of subparagraphs (1) through (4) of t»s 
paragraph may be illustrated by tbe following examples: 

Example (I). — (i) On December 31, 1963, A, a calendar year taxpayer, sells 
a capital asset (which A has held more than 6 months and which has an ad- 
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justed basis to A of $4, 000) to B under a contract which provides that B is to 
make three payments of 82. 000 each, such payments being due on December 81st 
of 1964, 1965, and 1966. )vo interest is provided for in the contract. After 
applying section 488, total unstated interest is determined to be 8559. 88, and 
the amount of each f2, 000 payment which is treated as interest is determined to 
be $186. 63. For the year 1968, A includes $1, 440. 12 (4'. &, 440. 12 ($6, 000 value of B's obligation minus 8559. 88 total unstated interest) minus 84, 000 adjusted 
basis) as long-term capital gain on the sale of the property. In 1964, A includes 
$186. 68 as interest income. On June 1, 1965, A and B change the terms of the 
contract making the balance of the payments due immediately. Total unstated 
interest under the revised contract is $881. 98, computed as follows: 

Sum of payments to which sec. 488 applies 
Less: 

Present value of $2, 000 due Dec. 81, 1964 ($2, 000X 
0. 95181 (factor for 9 to 15 months, col. (b), table 
I)) $1, 908. 62 

Present value of $4, 000 due June 1, 1965 ($4, 000X 
0. 92860 (factor for 15 to 21 months, col. (b), 
table I) ) 8, 714. 40 

$6, 000. 00 

5, 618. 02 

Total unstated iuterest (recomputed) $88L 98 

(ii) The portion of the recomputed total unstated interest to be allocated to 
the final definite payment of $4, 000 is $195. 85, computed as follows: 

Total unstated interest (recomputed) $881. 98 
Less: 

Portion of original total unstated interest previously included 
in income 186. 68 

Total unstated interest allocated to final definite payment $195. 85 

(iii) Since after the change in the terms of the contract a lesser portion of 
B's payments is treated as interest, a correspondingly greater portion of B's pay- 
ments is treated as part of the sales price. Accordingly, for the year 1965, A 
includes as long-term capital gain an additional $177. 90, u hich may be computed 
as follows: 

Total unstated interest (original) 
Less: 

Total unstated interest (recomputed) 

Additional long-term capital gain for 1965 

$559. 88 

881. 98 

$177. 90 

Eznwiple (2). — (i) The facts are the same as in example (1), except that on 
June 1, 1965, A and B change the terms of the contract by providing that the 
last tvvo payments shall be due on December 81st of 1966 and 1968. Total un- 
stated interest under the revised contract is $809. 68, computed as follows: 

Sum of payments to which sec. 488 applies 
Less: 

Present value of $2, 000 due Dec. 61, 1964 
0. 95181 (factor for 9 to 15 months, 
table I) ) 

Present value of $2, 000 due Dec. 61, 1966 
0. 86260 (factor for 88 to 89 months, 
table I) ) 

Present value of $2, 000 due Dec. 81, 1968 
0. 78120 (factor for o7 to 68 months, 
table I) ) 

Total unstated interest (recomputed) 
226-668' — 66 — 9 

(8", ooox 
col. (b), 

($2, 000 X 
col. (b), 

(82, 000 x 
col. (b), 

$6, 000. 00 

$1, 908. 62 

1, 724. 60 

1, 562. 40 
5, 190. 62 

$809. 88 
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(ii) The portion of the recomputed total unstated interest to be allocated 
among the remaining payments under the contract is $622. 75, computed as 
follows: 

Total unstated interest (recomputed) — — — $809. 38 
Less: 

Portion of original total unstated interest, previously included 
in income 186. 63 

Total unstated interest allocated to remaining payments 

(iii) The portion of each remaining $2, 000 payment which is treated as 
($2, 000 X $622. 75) 

interest under the revised contract is $31L38 
7 

(iv) Since after the change in the terms of the contract a greater portion 
of B's payments is treated as interest, a correspondingly lesser portion of B's 
payments is treated as part of the sales price. Accordingly, for the year 1965, A 
would treat as long-term capital loss the amount of $249. 50, which may be 
computed as follows: 

Total unstated interest (recomputed) 
Less: 

Total unstated interest (original) 

$809. 38 

559. 83 

Amount treated as long-term capital loss for 1965 $249. 50 

Example (3). — (i) The facts are the same as in example (1), ex&. ept that in 
May 1965 4 and B change the terms of the contract by reducing the sales price 
to a total of $3, 000, and by agreeing that B is to pay the remaining balance 
of $1, 000 on June 1, 196o. Total unstated interest under the revised contract is 
$167. 78, computed as follows: 
Sum of payments to which sec. 483 applies $3, 000. 00 
Less: 

Present value of $2, 000 due Dec. 31, 1964 ($2, 000X 
0. 95181 (factor for 9 to 15 months, col. (b), table 
I)) $1, 903. 62 

Present value of $1, 000 due tune 1, 1965 ($1, 000X 
0. 92860 (factor for 15 to 21 months, col. (b), table 
I) ) — -- --— 928. 60 2, 832. 22 

Total unstated interest (recomputed) $167. 73 

(ii) Since the amount of the recomputed total unstated interest under the 
contract as changed ($167. 78) is less than the amount of total unstated interest 
previously returned as income ($186. 63), the amount of the difference ($18. 85) 
shall be deduct. ed from A. 's income for 196o, and such amount shall be added to 
B's income for such year. 

sample (Jq). — (i) The facts are the same as in example (1), except that B 
fails to make the payment due on December 31, 1965, and A repossesses the prop- 
erty. The &. ontract is considered as having beeu changed in 1965 to provide for 
one $2, 000 payment due at the end of 1964. Total unstated interest under the 
revised contract is $96. 38, computed as follows: 

$2, 000. 00 Sum of payments to which sec. 483 applies 
Less: 

Present value of $2, 000 due Dec. 31, 1964 
for 9 to 15 months, col. (b), table I) ) 

($2, 000X0. 95181 (factor 
1, 903. 62 

Total unstated interest (recomputed) $96. 38 

(ii) Since the amount of the recomputed total unstated interest under the 
contract as changed ($96. 38) is less thau the amount of total unstated interest 
previously returned as income ($186. 63), the amount of the difference ($90. 25) 
shall be deducted from A's income for 1965, and such amount shall be added to 
B's income for such year. 
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(a) Sum of payments to which sec. 488 applies $4, 000. 00 
(b) Sum of: 

Present value of $1, 040 due 1 year from date of 
sale ($1, 040X0. 06154 (factor for 9 to 15 
months, col. (a), table I) ) $1, 000. 00 

Present value of $1, 080 due 2 years from date of 
sale ($1, 080X0. 92598 (factor for 21 to 27 
months, col. (a), table I) J 1, 000. 00 

Present value of $2, 280 due 4 years from date of 
sale ($2, 280X0. 86207 (factor for 45 to 51 
months, col. (a), table I) ) 1, 965. 52 

$8, 065. 52 

Since the sum of the payments to which section 488 applies ($4, 000) exceeds the 
sum of the present values of such payments and the present values of the stated 
interest payments ($8, 065. 52), there is total unstated interest under the revised 
contract and the provisions of section 488 now apply to the payments due under 
the contract. 

(ii) The amount of total unstated interest to be allocated to the final $2, 000 
payment of sales price under the contract and which is includible in A's income 
and deductible from B's income for 1967 is $160. 88, computed as follows: 
Sum of payments to which sec. 488 applies $4, 000. 00 
Less: 

Present value of $1, 040 due 1 year from date of sale 
($1, 040X0. 05181 (factor for 9 to 15 months, col. 
(b), table I) ) $080. 88 

Present value of $1, 080 due 2 years from date of sale 
($1, 080X0. 90505 (factor for 21 to 27 months, col. 
(b), table I) ) 978. 48 

Present value of $2, 280 due 4 years from date of sale 
($2, 280X0. 82075 (factor for 45 to 51 months, col. 
(b), table I) ) 1, 871. 81 

8, 889. 62 

Encamp/e (5). — (i) On December 81, 1968, A sells property to B under a con- 
tract which provides that B is to make a $1, 000 payment at the end of each year 
for the next 4 years, each payment bearing 4 percent per annum simple interest. 
Thus the payments will be in the following amounts: $1, 040 ($1, 000 sales price 
plus $40 interest), $1, 080 ($1, 000 sales price plus $80 interest), $1, 120 ($1, 000 
sales price plus $120 interest), and $1, 160 ($1, 000 sales price plus $160 interest). 
Since the interest rate specified in the contract is equal to the test rate (4 percent 
per annum simple interest) provided in paragraph (d) (2) of this section, it is 
determined, as of December 81, 1968, that there is no total unstated interest 
under the contract. B makes the first two pavments on time, but the third 
payment, v hich is due on December 81, 1066, is not made until December, '31, 
1067, a year late. At the same time, B makes the final payment. A does not 
collect any additional interest on the late payment. Since the third payment is 
more than 00 days late, the date of the payment is considered changed to Decem- 
ber 81, 1067. Accordingly, a new determination of whether there is total unstated 
interest under the revised contract must be made by applying the method pro- 
vided in paragraph (d) (1) of this section, as follows: 

Total unstated interest $160. 88 

Example (6). — The facts are the same as in example (5). On December 81, 
1968 (the date of the sale), the basis of the property in the hands of B is $4, 000. 
On March 1, 1968, after all the payments have been made under the contract, B 
sells the property. Assuming that there were no adjustments to the basis of the 
property, B's basis for purposes of determining gain or loss on the sale of the 
property would be $8, 889. 62 ($4, 000 original basis minus $160. 88 unstated inter- 
est). On the other hand, if B sold the property on Xovember 1, 1066 (prior to 
the date of the change) his basis for the property would be $4, 000. 
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(6) Transfer of obligation to make or contract ripkt to receive deferred pay 
ments. — (i) If an oblig'ation to make deferred payments (whether definite or 
indefinite) under a contract under which there is total unstated interest is trans- 
ferred by sale, exchange, distribution, or other disposition (for example, if the 
purchaser under a deferred-payment contract for the sale or exchange of property 
later transfers that property and the transferee either assumes the purchaser's 
obligation to the seller or takes the property subject to such obligation), the 
following rules shall apply- 

(a) The person who has the right to receive payments under the obliga- 
tion shall not be affected with respect to section 483 merely bv reason of 
such transfer. 

(b) The transferor of the obligation to make deferred payments shall not 
be entitled to any deductions for unstated interest with respect to payments 
due under the obligation after the date of the transfer, unless, by reason 
of the default of the transferee, the transferor is liable for and makes 
payments under the obligation. 

(c) Section 483 shall apply to the transferee in the same manner that it 
applied to the transferor; that is, the transferee is entitled to the same deduc- 
tions (if otherwise allowable) for unstated interest as the transferor would 
have been entitled to if the transfer had not occurred. Thus, the transferee 
may be entitled to deduct unstated interest notwithstanding that the sales 
price to the transferee is no more than $3, 000. However, if section 163(b) 
(relating to deduction for interest on certain installment purchases) ap- 
plies to the transferec, he shall compute his interest deductions under that 
section (see paragraph (b) (2) of $ 1. 483 — 2) regardless of whether the 
transferor so computed his interest deductions. 

(d) A separate determination must be made, in accordance with the rules 
prescribed in this section and in $ 1. 483 — 2, as to the application of section 
483 to the contract between the transferor and the transferee under which 
the obligation to make the deferred payments is transferred. For purposes 
of such separate determination, the assumption by the transferee of the 
obligation of the transferor shall be treated as a payment made at the time 
of the transfer. 

The rules set forth in this subdivision shall apply regardless of whether the 
transferor is completelv released from liability with respect to the person having 
the right to receive the payments, or remains liable to such person under the 
obligation if the transferee defaults. 

(ii) If a right to receive deferred payments (whether definite or indefinit) 
under a contract under which there is total unstated interest is transferred by 
sale, exchange, distribution, or other disposition, the following rules shall apply 
(except to the extent that such transfer constitutes an assignment of future 
income)— 

(a) The person who has the obligation to make payments under the con- 
tract shall not be aiTected with respect to section 483 merely by reason of 
such transfer. 

(b) The transferor of the contract right to receive deferred pavments 
shell treat any amount realized (as defined in section 1001(b) ) from the 
transferee as the final ps. yment under his contract with the person haring 
the obligation to make the payments, and shall recompute his total unstated 
interest under such contract under the rules provided in subparagraphs (1) 
through (5) of this paragraph. 

(c) The transferee of such contract right shall treat the payments he 
receives from the person having the obligation to make the payments as if 
they were received under a contract for the sale or exchange of property 
entered into with such person on the date of the transfer. Thus, the trans- 
feree shall determine, in accordance with the rules prescribed in this sec- 
tion and in $ 1. 483 — 2, the applicability of section 483 to such payments. 

(d) A. separate determination must be made, in accordance with the rules 
prescribed in this section aud in $ 1. 483 — 2, as to the application of section 
483 to the contract between the transferor and transferee under which the 
contract right to receive the deferred payments is transferred. 
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The rules set forth in this subdivision shall apply regardless of whether the 
transferor is ruade liable (under the contract vvith the transferee) for any pay- 
ments which are not received by the transferee by reason of the default of 
the person having the obligation to make such paytnents. 

(iii) If section 483 does not applv to au obligation to make or a contract right 
to receive deferred payments (for example, because of an exception set forth 
in section 483(f) ), the following rules shall apply in the case of a transfer of 
such obligation or contract right, whether bv sale, exchange, distribution, or 
other disposition- 

(a) Section 483 shall not become applicable to the obligation or contract 
right merely by reason of such a transfer. However, if the transferee and the 
person having the obligation to mal-e (or the right to receive) the paytuents 
under the coutract change its terms, a determination must be made as to whether 
section 483 applies to the contract as changed. I or example, if the only reason 
section 483 did not apply to a deferred-pavment contract was because no pay- 
ment was due more than 1 year after the date of the sale or exchange, any change 
in the terms of the contract by the trausferee and such person, which makes 
a payment fall due more than 1 year after the date of such sale or exchange 
would make section 483 apply to the contract. For special rules relating to 
the application of the effective date provisions to transfers, see paragraph 
(b) (4) of this section. 

(b) A separate determination must be made as to the application of section 
483 to the contract between the transferor and the trausfcree uuder which an 
obligation to make or a contract right to receive deferred payments is transferred. 
For purposes of such separate determination, the assumption by the transferee 
of the obligation of the transferor shall be treated as an evideuce of indebted- 
ness of the transferee. 

(iv) The provisions of this subparagraph may be illustrated by the followiug 
examples: 

Lzample (1). — (a) On December 31, 1963, 8 sells property to B under a con- 
tract which provides that B is to make four payments of $2, 000 each, such 
payments being due, respectively, at the end of each year for the next 4 years. 
Yo interest is provided for in the contract. Assutue that section 483 applies to 
each of the paytnents and that the portion of each payment ivhich is treated 
as interest is 8229. 60. On January 1, 1966, B transfers other property to C in 
exchange for C's non-iuterest-bearing promissory note which provides that C 
is to pay B $1, 000 at the end of each of the next 4 years, and C's assumption of 
the obligation to make the two remaining 8", 000 payments to A. 

(b) )Vith respect to each of the tv o remainiug 82, 000 payments, C may deduct 
$22!). 60 and A continues to include such amount in income. B has no deductions 
with respect to the payments bv C. 

(c) Avith respect to the contract between B and C, section 483 applies io each 
of the 81, 000 payments to be made by C at the end of each of the next 4 years, 
and total unstated interest with respect to such payments must be computed 
in the manner provided in paragraph (c) of this section and then allocated in 
the manner provided in paragraph (a) of this section. Because the assumption 
of B's obligation by C is treated as a payment made at the time of the transfer, 
section 483 does not apply to the two remaining $2, 000 pavments for purposes 
of the contract between B and C. 

Example (2). — (a) The facts are the same as in example (1), except that on 
January 1, 1966, A. transfers his contract right to receive the two remaining 
$2, 000 payments to C in exchange for property having a fair market value of 
$3, 000. 

(5) B is not affected by the transaction and continues to deduct $229. 60 with 
respect to each of the two renmining 82, 000 payments. S treats his contract 
with B as having been changed to provide for two payments of $2, 000 each, due 
December 31st of 1964 and 196. !, respectivelv, and a final payment of $3, 000 (the 
fair market value of the property transferred by C to A), tlue Jauuary 1, 1966. 
A recomputes his total unstated interest in accordance with the rules provided 
in paragraph (c) of this section (as if the original coutract with B had con- 
tained the changed terms) and allocates such uustated interest in the manner 
provided in subparagraph (4) of this paragraph. 
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$8, 000. 00 

(c) C treats the two remaining 82, 000 payments from B as if they are due 
under a contract for the sale of property entered into with B on January 1, 1966. 
Thus, C computes total unstated interest under paragraph (c) of this section as 
if he had entered into a contract subject to section 488 which provided for 82, 000 
due December 81, 1966, and $2, 000 due December 81, 1967, and then allocates 
such total unstated interest in the manner provided in paragraph (a) of this 
section. 

(&I) With respect to the contract between A and C, section 488 does not apply 
because there are no deferred payments. 

Eaample (8). — (a) On December 81, 1968, A, a holder described in section 
1285(b), sells property, consisting of all substantial rights to a patent, to B 
under a contract which provides that B is to pay A $1, 000 at the end of each year 
for the next 10 years. Xo interest is provided for in the contract, but section 
488 does not apply because the deferred payments are made pursuant to a trans- 
fer described in section 128o(a) (see paragraph (b) (4) of $ 1. 488 — 2). On Janu- 
ary 1, 1972, B, who is not a holder described in section 1285(b), sells the patent 
right to C under a contract which provides that C is to assume B's remaining 
obligation to pay A $1, 000 at the end of each year for the next 2 vears. There 
is no other consideration and no interest provided for in the contract between 
B and C. 

(b) Since section 488 did not apply to the contract between A and B, B was 
not entitled to a deduction for unstated interest with respect to his obligation. 
Accordingly, section 488 does not become applicable to the obligation merely by 
reason of its transfer to C, Thus, C is not entitled to a deduction for unstated 
interest with respect to the obligation he has assumed and A is not required to 
include any unstated interest income. 

(c) With respect to the contract between B and C, section 488 does not applv 
because the sales price under such contract is no more than $8, 000, so that the 
exception set forth in section 488 (f) (1) is applicable. 

Example ($). — (a) The facts are the same as in example (3), except that B 
sells the patent right to C on January 1, 1966, under a separate contract which 
provides that C' is to assume B's remaining obligation to pay A $1, 000 at the end 
of each year for the next 8 years. There is no other consideration and no interest 
provided for in the contract between B and C. 

(b) Since section 488 did not apply to the contract between A and B, B was 
not entitled to a deduction for unstated interest with respect to his obligation. 
Accordingly, section 488 does not become applicable to the obligation merely by 
reason of its transfer to C. Thus, C is not entitled to a deduction for unstated 
interest because he is B's transferee. 

(c) With respect to the contract between B and C, section 488 applies, and 
for purposes of paragraph (a) of this section, total unstated interest under such 
contract is $1, 558. 09, computed as follows: 
Suru of payments to which sec. 488 applies 
Less: 

Present value of f1, 000 due every 12 months for 8 years 
($1, 000X6. 44691 (factor for 8 years, col. (b), table III) ) 6, 446. 91 

Total unstated interest $1, 558. 09 
$1, 558. 09% 

Thus, C may deduct and B must include in income, $194. 14 $1, 000X 8000) 
with respect to each payment C makes to A. 

(g) Present value tables. — (1) Computation of present value. — If the purpose 
of the present value computation is to determine under paragraph (d) of this 
section whether there is total unstated interest under a contract, column (, a) 
(which incorporates a rate of 4 percent per annum simple interest) of the appro- 
priate table set forth in subparagraph (2) of this paragraph shall be used. For 
the rules relating to certain governmental obligations, see paragraph (d) (8) of 
this section. If the purpose of the present value computation is to determine 
under paragraph (c) of this section the amount of total unstated interest under 
a contract to be included in or deducted from income (that is, after it has al- 
ready been determined by using column (a) of the appropriate table that the 
contract contains total unstated interest), column (b) (which incorporates an 
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interest rate of 5 percent per annum, compounded semiannually) of the appro- 
priate table set forth in subparagraph (2) of this paragraph shall be used. If a 
contract provides for deferred payments for a period in excess of 00 years, the 
factor (or factors) necessary may be obtained upon request to the Commissioner 
of Internal Revenue, Washington, D. C. , 20224. In general, such request nrust be 
accompanied by a copy of the contract (or the proposed contract) and other rele- 
va. nt, lns'tl'uments. 

(2) Tables. — The following tables shall be used for computing the present 
value of a payment to which section 488 applies and the present value of any 
interest payment due under a contract: 



TABLE I. — Present value of deferred payment 

[Column (a), 4% simple interest; Column (b), 6% interest, compounded semiannually] 

Number of months 
deferred 

Column (a) Column (b) Number of months 
deferred 

Column (a) Column (b) Number of months 
deferred 

Column (a) Column (b) 

More than But not 
more than 

Present value 
of $1 at 4% sirn- 

plc interest 

Present value 
of $1 at 6% com- 
pounded semi- 

annually 

More than But not 
more than 

Present value 
of$1at4%sim- 
ple interest 

Present value 
of $1 at 6% com- 
pounded semi- 

annually 

More than But not 
more than 

Present value Present value 
of$lat4%sim- of $1 at 6% 

pie interest compounded 
semiannually 

0 
6 
9 

15 
21 
27 
33 
39 
45 
51 
o? 
63 
69 
75 
81 
87 
93 
99 

105 
111 
117 
123 
129 
135 
141 
147 

6 
9 

15 
21 
27 
33 
39 
45 
51 
57 
63 
69 
75 
81 
87 
93 
99 

105 
111 
117 
123 
129 
135 
141 
147 
153 

1. 00000 
. 98039 
. 96154 
. 94340 
. 92593 
. 90909 
. 89286 
. S7719 
. 80207 
. 84746 
. 83333 
. 81967 
. 80645 
. 79305 
. 78125 
. 76923 
. 75758 
. 74627 
. 73529 
. 72464 
. 71429 
. 70423 
. 69444 
. 68493 
. 67568 
. 6666? 

1. 00000 
. 97561 
. 95181 
. 92860 
. 90595 
. 88385 
. 86230 
. 84127 
. 82075 
. 80073 
. 78120 
. 76214 
. 74356 
. 72542 
. 70773 
. 69047 
. 67362 
. 65720 
. 64117 
. 62553 
. 61027 
. 59539 
. 58086 
. 56670 
. 55288 
. 53939 

243 
249 
255 
261 
267 
273 
279 
285 
291 
297 
303 
309 
315 
321 
327 
333 
339 
345 
351 
357 
363 
369 
375 
381 
387 

249 
255 
201 
267 
273 
279 
285 
291 
297 
303 
309 
315 
321 
327 
333 
339 
345 
351 
357 
363 
309 
375 
381 
387 
393 
399 

0. 54945 
. 54348 
. 53703 
. 53191 
. 52632 
. 52083 
. 51546 
. 51020 
. 50505 
. 50000 
. 49505 
. 49020 
. 48544 
. 48077 
. 47619 
. 47170 
. 46729 
. 46296 
. 45872 
. 45455 
. 45045 
. 44643 
. 44248 
. 43800 
. 4347S 
. 43103 

0. 30335 
. 35448 
. 34584 
. 33740 
. 32917 
. 32115 
. 31331 
. 30567 
. 29822 
. 29094 
. 28385 
. 27692 
. 27017 
. 26358 
. 25715 
. 25088 
. 24476 
. 23879 
. 23297 
. 22728 
. 22174 
. 21633 
. 21106 
. 20591 
. 200S9 
. 19599 

489 
495 
501 
507 
513 
519 
525 
531 
537 
543 
549 
555 
561 
567 
573 
579 
585 
591 
597 
603 
609 
615 
621 
627 
633 
039 

495 
501 
507 
513 
519 
525 
531 
537 
543 
549 
555 
561 
567 
573 
579 
585 
591 
597 
603 
609 
615 
621 
627 
633 
639 
045 

0. 37879 
. 37594 
. 37313 
. 37037 
. 36765 
. 36496 
. 36232 
. 35971 
. 35714 
. 35461 
. 35211 
. 34965 
. 34722 
. 34483 
. 34247 
. 34014 
. 33784 
. 33557 

. 33113 

. 32895 

. 32680 

. 32468 

. 32258 

. 32051 

. 31847 

0. 13202 
. 12880 
. 12566 
. 12259 
. 11960 
. 11669 
. 11384 
. 11106 
. 10836 
. 10571 
. 10313 
. 10062 
. 09816 
. 09577 
. 09343 
. 09116 
. 08893 
. 08676 
. 08465 
. 08258 
. 08057 
. 07860 
. 07069 
. 07482 
. 07299 
. 07121 



153 
159 
165 
171 
177 
183 
189 
195 
201 
207 
213 
219 
225 
231 
237 

159 
165 
171 
177 
183 
189 
195 
201 
207 
213 
219 
225 
231 
237 
243 

. 65789 

. 64935 

. 64103 

. 63291 

. 62500 

. 61728 

. 60976 

. 60241 

. 59524 

. 58824 

. 58140 

. 57471 

. 56818 

. 56180 

. 55556 

. 52623 

. 51340 

. 50088 

. 48866 

. 47674 
, 46511 
. 45377 
. 44270 
. 43191 
. 42137 
. 41109 
. 40107 
. 39128 
. 38174 
. 37243 

399 
405 
411 
417 
423 
429 
435 
441 
447 
453 
459 
465 
471 
477 
483 

405 
411 
417 
423 
429 
435 
441 
447 
453 
459 
465 
471 
477 
483 
489 

. 42735 

. 42373 

. 42017 

. 41667 

. 41322 

. 40984 

. 40650 

. 40323 

. 40000 

. 39683 

. 39370 

. 39063 

. 38760 

. 38462 

. 38168 

. 19121 

. 18654 

. 18199 

. 17755 

. 17322 

. 16900 

. 16488 

. 16085 

. 15693 

. 15310 

. 14937 

. 14573 

. 14217 

. 13870 

. 13532 

645 
651 
657 
663 
669 
675 
681 
687 
693 
699 
705 
711 
717 

651 
657 
663 
669 
675 
681 
687 
693 
699 
705 
711 
717 
723 

. 31646 

. 31447 

. 31250 

. 31056 

. 30864 

. 30675 

. 30488 

. 30303 

. 30120 

. 29940 

. 29762 

. 29586 

. 29412 

. 06947 

. 06778 

. 06613 

. 06451 

. 06294 

. 06140 

. 05991 

. 05845 

. 05702 

. 05563 

. 05427 

. 05295 

. 05166 



TABLE II. — Present value of annuity certain: 4'l. 00 every (t months 
[Column (a), 4% simple interest; Column (b), 5% interest, compounded semiannually] 

Number of years 
final payment 

deferred 

Column (a) 

Present value at 
4% simple 

interest 

Column (b) 

Present value at 
5% compounded 

semiannually 

Number of years 
final payment 

deferred 

Column (a) 

Present value at 
4% simple 

iiitcrcst 

Column (b) 

Present value at 
5% compounded 

semiannually 

Number of years 
final payment 

deferred 

Column (a) Column (b) 

Present value at Present value at 
4% simple 5% compounded 

interest semiannually 

+0. 5 
l. 0 
l. 5 
2. 0 
2. 5 
3. 0 
3. 5 
4. 0 
4. 5 
5. 0 
5. 5 
6. 0 
6. 5 
7. 0 
7 o 
8. 0 
8. 5 
9. 0 
9. 5 

10. 0 
10. 5 
11. 0 
11 5 
12. 0 
12. 5 
13. 0 

0. 98039 
l. 94193 
2. 88533 
3. 81126 
4. 72035 
5. 61321 
6. 49040 
7. 35247 
S. 19993 
9. 03326 
9. 85293 

10. 65938 
11. 45303 
12. 23428 
13. 00351 
13. 76109 
14, 50736 
15. 24265 
15. 96729 
16. 68158 
17. 38581 
18, 08025 
18, 76518 
19. 44086 
20. 10753 
20. 76542 

0. 97561 
l. 92742 
2. 85602 
3. 76197 
4. 64583 
5. 50813 
6. 34939 
7. 17014 
7. 97087 
8. 75206 
9. 51421 

10. 25776 
10. 98318 
11. 69091 
12. 38138 
13. 05500 
13. 71220 
14. 35336 
14. 97889 
15. 58'916 
16. 18455 
16. 76541 
17. 33211 
17. 88499 
18. 42438 
18. 95061 

20. 0 
20. 5 
21. 0 
21. 5 
22. 0 
22. 5 
23. 0 
23. 5 
24. 0 
24. 5 
25. 0 
25. 5 
26. 0 
26. 5 
27. 0 
27. 5 
28. 0 
28. 5 
29. 0 
29. 5 
30, 0 
30. 5 
31. 0 
31. 5 
32. 0 
32. 5 
33. 0 

29. 16829 
29. 71774 
30. 26122 
30. 79885 
31. 33076 
31. 85708 
32. 37791 
32. 89337 
33. 40357 
33. 90862 
34. 40862 
34. 90367 
35. 39387 
35. 87931 
36. 36008 
36. 83627 
37. 30797 
37. 77526 
38. 23822 
38. 69694 
39. 15149 
39. 60194 
40. 04837 
40. 49085 
40. 92945 
41. 36423 
41. 79526 

25. 10278 
25. 46612 
25. 82061 
26. 16645 
26. 50385 
26. S3302 
27. 15417 
27. 46748 
27. 77315 
2S. 07137 
28. 36231 
28. 64616 
28. 92308 
29. 19325 
29. 45683 
29. 71398 
29. 96486 
30. 20962 
30. 44841 
30. 68137 
30. 90866 
31. 13040 
31. 34673 
31. 55778 
31. 76369 
31. 96458 
32. 16056 

40. 0 
40. 5 
41. 0 
41. 5 
42. 0 
42. 5 
43. 0 
43. 5 
44. 0 
44. 5 
45. 0 
45. 5 
46. 0 
46. 5 
47. 0 
47. 5 
48. 0 
48. 5 
49. 0 
49. 5 
50. 0 
50. o 
51. 0 
51. 5 
52. 0 
52. 5 
53. 0 

47. 46935 
47. 85103 
48. 22982 
48. 60576 
48. 97889 
49. 34926 
49. 71691 
50. 08187 
50. 44419 
50. 80390 
51, 16104 
51. 51565 
51. 86776 
52, 21741 
52, 56463 
52. 90946 
53. 25193 
53. 59207 
53. 92991 
54. 26548 
54, 59881 
54, 92994 
55. 25889 
55. 58569 
55. 91037 
56. 23295 
56. 55346 

34. 45182 
34. 58714 
34. 71916 
34. 84796 
34. 97362 
35. 09621 
35. 21582 
35. 33251 
35. 44635 
35. 55741 
35. 66577 
35. 77148 
35. 87462 
35. 97524 
36. 07340 
36. 1691? 
36. 26261 
36. 35376 
36. 44269 
36 52946 
36. 61411 
36. 69669 
36. 77726 
36. 85586 
36. 93255 
37. 00736 
37. 08035 
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Table III. — Present value of annuity certain: O'1. 00 every 18 months 

[Column (a), 4% siniple interest; Column (b), 5% interest, compounded semiannnaffyl 

Number of 
years final 
payment 
deferred 

6 
7 
8 
9 

10 

11 
12 
13 
14 

16 
17 
18 
19 
20 

21 
22 
23 
24 
25 

26 
27 
28 
29 
30 

Column (a) 

Present value 
at 4% simple 

intcrcst 

0. 96154 
1. 88747 
2. 78033 
3. 64240 
4. 47573 

5. 28218 
6. 06343 
6. 82101 
7. 55630 
S. 27059 

8. 96503 
9. Oi4071 

10. 29860 
10. 03063 
11. 56463 

12. 17430 
12. 76063 
13. 35103 
13. 91921 
14. 47477 

lb. 01825 
lb. 55016 
16. 07099 
16. 58119 
17. 08119 

17. 57139 
18. 05216 
18. 52386 
18. 98682 
19. 44137 

Column (b) 

Present value 
at 5% com- 

pounded semi- 
aunualiy 

0. 05181 
1. 85777 
2. 72006 
3. 54081 
4. 32201 

5. 06556 
5. 77329 
6. 44691 
7. 08808 
7. 60835 

8. 27922 
8. 83209 
9. 35833 
9. 85020 

10 33595 

10. 78972 
11. 22162 
11. 63272 
12. 02400 
12. 30643 

12. 75002 
13. OSS32 
13. 40947 
13. 71514 
14. 00608 

14. 28300 
14. 54658 
14. 79746 
15. 03625 
15. 26353 

Number of 
years final 
payment 
deferred 

31 
32 
33 
34 
35 

36 
37 
38 
39 
40 

41 
42 
43 
44 
45 

46 
47 
48 
49 
50 

51 
52 
53 
54 
55 

56 
57 
58 
59 
60 

Column (a) 

Prcscnt value 
at 4% simple 

interest 

19. 88780 
20. 32640 
20. 75743 
21. 18116 
21. 59783 

22. 00767 
22. 41090 
22. 80773 
23. 19836 
23. 58298 

23. 96177 
24. 33400 
24. 70255 
25. 06487 
25. 42201 

25. 77412 
26. 12134 
26. 46381 
26. 80165 
27. 13498 

27. 46393 
27. 78861 
28. 10912 
28. 42558 
28. 73808 

29. 04672 
20. 35160 
20. 65280 
29. 05042 
30. 24454 

Column (b) 

Present value 
s, t 5% com- 

pounded semi- 
annua)ly 

15. 47987 
15. 68577 
15. 88176 
16. 06830 
16. 24586 

16. 41485 
16. 57571 
16. 72881 
16. 87454 
17. 01324 

17. 14526 
17. 27002 
17. 39053 
17. 50437 
I'I. 61273 

17. 71586 
17. 81402 
17. 00746 
17. 99639 
18. 08104 

18. 16161 
18. 23829 
18. 31129 
18. 38076 
18. 44680 

18. 50983 
18. 56973 
18. 62675 
18. 68103 
18. 73268 

(3) Instructions for Table I. — Table I is the basic present value table, and 
may be used for computing the present value of any payment or payments re- 
gardless of the amount of the payments or the interval the payments are deferred. 
The present value of a payment is computed under table I as follows: 

(i) Determine the factor contained in the applicable present value column 
(that is, cob (a) or col. (b) ) for the appropriate number of months the 
payment under the contract is deferred; and 

(ii) 5Iultip[y the amount of the payment by the factor determiued under 
subdivision ( i ) of this subparagraph. 

For example, the present value, using a rate of 4 percent per annum simple 
interest, of a payment of $1, 000 clue 3 years (36 months) from the date of sale 
is $802. 86 ($1, 000X0. 80286 (factor for 33 to 30 months, col. (a), table I) ). 

(4) Instructions for Table II. — (i) Table II shows the present value of a 
series of equal deferred payments due at 6-month intervals For purposes of de- 
termining whether the payments under a contract are due at 6-month intervals 
and whether such payments are equal in amount, a payment shall be treated as 
due on the nearest date (to the date such payment is actually due under the 
contract) which marks a 6-month interval froln the date of the sale or exchange. 
For example, a payment. due 13 months, 14 months, or exactly 15 months from 
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the date of sale would be treated as due 12 months from such date, and a pay- 
ment due 15 months and 1 day, 16 months, or 17 months from the date of sale 
would be treated as due 18 months from such date. In the case of a payment 
due 6 months or less from the date of the sale or exchauge, scc subdivision (iii) 
of this subparagraph. 

(ii) Table II may be used, without adjustnient, for coniputing the present 
value of a series of equal paynients, under a contract under ivhi& h the first pay- 
rnent is actually due more than 6 nionths but not niore than 9 nioiitbs from the 
date of the sale or exchange, and all payments thereafter are due at regular 
6-month intervals with respect to the date of the first payment (all such pay- 
ments being treated under the rule of subdivision (i) of this subparagraph as 
due on the nearest date which marks a 6-month interval from the date of the 
sale or exchange). The present value of such a series of equal paynients is 
computed under table II as folloivs: 

(u) Deterniine the factor contained in the applicable present value column 
(that is, col. (a) or col. (b) ) for the appropriate number of vears the final 

pavnient under the contract is deferred; and 
(b) Multiply the amount of a single payment under the contract by the 

factor determined under (a) of this subdivision. 
For example, the present value, using a rate of 4 percent per annuni simple 
interest, of a series of eight $1, 000 payinents, the first payment being due 7 
months from the date of sale, and the reniaining seven paynients being due, 
respectively, every 6 months thereafter (so that under the rule of subdivision 
(i) of this paragraph the final payment is deferred 4 years), is $7, 852. 47 
($1000X765247 (factor for 4 years, col. (a), table II) ). 

(iii) Table II may also be used, with adjustment, for computing the present 
value of a series of equal payments under a contract under which the first pay- 
ment is actually due not more than 6 inonths from the date of the sale or ex- 
change, and all payments thereafter are due at regular 6-month intervals with 
respect to the date of the first payment (all such payments lieing treated under the 
rule of subdivision (i) of this subparagraph as due on the nearest date which 
marks a 6-month interval from the date of the sa]e or exchange), provided that no 
payment is actually due (before application of subdivision (i) of this subpara- 
graph) more than 6 months but not more than 9 months from the date of the sale 
or exchange. The present value of such a series of equal payments is computed 
under table II as follows: 

(a) Determine the factor contained in the applicable present value 
column (that is, col. (a) or col. (b) ) for the appropriate nuinber of years 
the final payment under the contract is deferred; 

(b) Adjust the factor determined under (u) of this subdivision by 
increasing such factor either by 0. 01961 if the present value computation is 
made under column (a) or by 0. 02489 if the present value computation is 
made under column (b); and 

(c) Multiply the amount of a single payment under the contract by the 
adjusted factor determined under (b) of this subdivision. 

For exaniple, the present value, using a rate of 4 percent per annum simple 
interest, of a series of eight $1, 000 payments, the first payment being due 
exactly 6 months from the date of sale, and the remaining seven paynients being 
due, respectively, every 6 months thereafter (so that under the rule of sub- 
division (i) of this subparagraph the final payment is deferred 4 vears), is 
$7, 872. 08 ($1, 000X7. 65247 plus 0. 01961). 

(iv) Table II may also be used, with adjustment, for computing the present 
value of a series of equal payments under a contract under ivhich the first 
payment is due more than 6 months from the date of the sale or ex& hange and 
is duc on the anniversary (that is, the exact niultiple of a 6-nionth interval) of 
the date of the sale or exchange, and all payments thereafter are due at regular 
6-month intervals with respect to the date of the first payment (all such pay- 
ments being treated under the rule of subdivision (i) of this subparagraph as due 
on the nearest date which marks a 6-month interval from the date of the sale or 
exchange). The present value of such a series of equal payments is computed as 
follows: 

(a) Determine the factor contained in the applicable present value column 
(that is, col. (a) or col. (b) ) for the appropriate number of years the final 
payment under the contract is deferred; 

(b) &lultiply the amount of a single pavment under the contract by the 
factor determined under (e) of this subdiViSio; 

(o) Determine the factor contained in the applicable present value column 
(that is, col. (a) or col. (b) ) for the 6-month period iminediately preced- 
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ing the 6-month period m which the initial payment under the contract 
is due; 

(d) Multiply the amount of a single payment under the contract by the 
factor determined under (o) of this subdivision; and 

(c) Subtract the amount determined under (d) of this subdivision from 
the amount determined under (b) of this subdivision to obtain the present 
value. 

For example, table II may be used to compute the present value, using a rate 
of 4 percent per annum simple interest, of a series of eight $1, 000 payments, 
the first payment being due exactly 12 months from the date of sale, and the 
remaining seven payments being due, respectively, every 6 months thereafter 
(so that under the rule of subdivision (i) of this subparagraph the final pay- 
ment is deferred 4. 5 years). Such computation, including the adjustment, is 
made as follows: 

$1, 000 X 8. 19998 (factor for 4. 5 years, col. (a), table II) $8, 199. 98 
Less adjustment: 

$1, 000X0. 98089 (factor for 0. 5 years, col. (a) table II) 980. 89 

Present value $7, 219. 54 

(5) Instrwct(ons for Tatrle III. — (i) Table III shows the present value of a 
series of equal deferred payments due at 12-month intervals with respect to the 
date of the sale or exchange. For purposes of determining whether the pay- 
ments under a contract are due at 12-month intervals and whether such pay- 
ments are equal in amount, a payment shall be treated as due on the nearest 
date (to the date such payment is actually due under the contract) which marks 
a 6-month integral from the date of the sale or exchange. For example, a 
payment due 18 months, 14 months, or exactly 15 months from the date of sale 
would be treated as due 12 months from such date, and a payment due 21 
months and 1 day, 22 months, or 28 months from the date of sale would be 
treated as due 24 months from such date. 

(ii) Table III may be used, without adjustment, for computing the present 
value of a series of equal payments, under a contract under which the first 
payment is actually due more than 9 months but not more than 15 months from 
the date of the sale or exchange, and all payments thereafter are due at regular 
12-month intervals with respect to the date of the first payment (all such pay- 
ments being treated under the rule of subdivision (i) of this subparagraph or 
due on the nearest date which marks a 6-month interval from the date of the 
sale or exchange). The present value of such a series of equal payments is 
computed under table III as follows: 

(a) Determine the factor contained in the applicable present value column 
(that is, col. (a) or col. (b) ) for the appropriate number of years the final 
payment under the contract is deferred; and 

(b) Multiply the amount of a single payment under the contract by the 
factor determined under (a) of this subdivision. 

For example, the present value, using an interest rate of 5 percent per annum, 
compounded semiannually, of a series of eight $1, 000 payments, the first pay- 
ment being due 12 months from the date of sale, and the remaining seven pay- 
ments being due, respectively, every 12 months thereafter (so that under the 
rule of subdivision (i) of this subparagraph the final payment is deferred 8 
vears) is $6, 446. 91 ($1, 000 X 6. 44691 (factor for 8 years, col. (b), table III) ). 

(iii) Table III may also be used, with adjustment, for computing the present 
value of a series of equal payments under a contract in which the first pavment 
is due more than 12 months from the date of the sale or exchange and is due on 
the anniversary (that is, the exact multiple of a 12-month interval) of the date 
of the sale or exchange, and all payments thereafter are due at regular 12-month 
intervals with respect to the date of the first payment (all such payments being 
treated under the rule of subdivision (i) of this subparagraph as due on the near- 
est date which marks a 6-month interval from the date of the sale or exchan e). 
The present value of such a series of equal payments is computed under table 
III as follows: 

(a) Determine the factor contained in the applicable present value column 
(that is, col. (a) or col. (b) ) for the appropriate number of years the finai 
payment under the contract is det'erred; 

(b) Multiply the amount of a single payment under the contract by the 
factor determined under (e) of this subdivision; 
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(c) Determine the factor contained in the applicable present value col- 
umn (that is, col. (a) or col. (b) ) for the year immediately preceding tbe 
year in ivhich the initial payment under the coiitraet is due; 

(d) Multiply the amount of a single paynient under the contract l&y 
the factor determined under (c) of this subdivision; and 

(c) Subtract the amount determined under (d) of this subdivision from 
the amount determined under (b) of this subdivision to obtain the present 
v;ihie. 

For example, table III may be used to compute the present value, using an inter- 
est rate of 6 percent, compounded semiannually, of a series of PIght $1, 000 pay- 
ments, the first payment being due exactlv 8 years froni the date of sale, and tbe 
remaining seven payments being due, respectivelv, every 12 months thereafter 
(so that under the rule of subdivision (i) of this subparagraph the final pay- 
ment is deferred 10 years). Such computation, including the adjustment, is 
made as folloivs: 

81, 000' 7. 698M (factor for 10 years, col. (b), table III) $7, 698. 3. & 

Less adjustment: 
$1, 000X1. 85777 (factor for 2 years, eol. (b), table III) 1, 8. &7. 77 

Present value $6, 840. :&8 

If, in the preceding example, the first payment had been due 3I/a years (instead of 
8 years) from the date of sale, the method of computation described could not 
be used and table I should be used for the present value computation. 

f 1. 483 — 2 TREATMENT As INTEREsT FoR PI, RPosEs oF CQDE; ExcEPTIONs A iD 
LIMITATION s To APPLIcATICN oF SEcTION 483. — (a) T& ca tm cnt as i » teres t for 
purposes of Code. — (1) Effect on income, deductions, basis, etc. — (i) In gen- 
eral. — Generally, a contract under which there is total unsta. ted interest (within 
the meanin of section 488(a) ) shall be treated as if such interest Ii ere actually 
provided for in the contract, and such unstated interest shall constitute interest 
for all purposes of the Code. Thus, for example, except as provided in para- 
graph (b) (1) of this section, in the case of a sale of property, total unstated 
interest shall not be treated as part of the selling price of such property. I. nless 
unstated interest is charged to the capital account under section 266 (relating to 
carrying charges), the basis to the purchaser of property sold or exchanged shall 
not include any amount treated by the purchaser as total unstated interest under 
the contract pursuant to section 483. For rules relating to the effect on basis 
of a change in the terms of the contract, see paragraph (f) (8) of $ 1. 483 — 1. 

(ii) Cash and accrual metliod of reporting unstated interest income and deduc- 
tions. — Any amount treated as interest under section 483 by the seller shall be 
included as interest income for the taxable year in which the payment is received 
in the case of a cash method taxpayer and for the taxable year in which the pay- 
ment is due in the ease of an accrual method taxpayer. Any amount treated as 
interest under section 483 by the purchaser shall (if otherwise allowable) be 
deducted as interest for the taxable year in which the payment is made in the 
case of a cash method taxpayer and for the taxable year in which the payment 
is due in the ease of an accrual method taxpayer. Notwithstanding the rules 
of this subdivision with respect to unstated interest, interest which is stated in 
the contract shall be treated in accordance with the rules of the Code otherwise 
applicable. For rules relating to defaults, see paragraph (f) (1) of $ 1. 483 — 1. 

(iii) Era»&pie. — The provisions of subdivision (ii) of this subparagraph may 
be illustrated by the following example: 

Eiramplc. — On December 81, 1968, A, a calendar year accrual method tax- 
payer, sells property to B, a calendar year cash method taxpayer, under a contract 
which provides that B is to make three pavments of 82&, 000 each, such payments 
being due respectively, as of December 31st, 1966, 106&7, and 1968. Xo interest is 
provided for in tbe contract. Assume that tbe total unstated interest under the 
contract is $1, 071. o0 and that the portion of each payment which is treated as 
interest is $337. 17. B makes the first two pavments ou time, but the third pav- 
ment is not made until January 81, 1969. For 1964 and 1965, A does not include, 
nor does B deduct, any amount as interest with respect to the contract. For 1966 
and 1967, A includes 8337. 17 each year as interest inconie and B deducts ibc 
same amount each year as an interest expense. I or 196s, 4 includes 8387. 17 as 
accrued interest income but B is not entitled to an interest deduction. For 
1969, B Inay deduct 8307. 17 as an interest expense ivith respect to the contract. 
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(2) Other effects of treating portion of sales price as anstated, interest. — This 
subparagraph sets forth some illustrations of the eKects of treating a portion 
of the sales price as unstated interesL These illustrations are not all-mclusive 
The treatment as unstated interest, under section 483 of a portion of a payment 
which would otherwise be treated as' part of the sales price may have the ef(ect 
of increasing the amount of a nondeductible loss because of the application of 
section 165(c) (relating to limitation on losses of individuals) or of an un 
allowable deduction because of section 267 (relating to losses, expenses, and 
interest with respect to transactions between related taxpayers), or of changing 
the character of gains and losses or increasing the amount of an allowable loss 
under section 1231 (relating to property used iu the trade or business). Such 
treatment may aiVect eligibility to use the installment method of accounting 
under section 458(b) (2) (relating to limitation on installment method), except 
that section 488 shall have no cinsect in determining whether payments received 
prior to January 1, 1964, in the taxable year of sale exceed 30 percent of the 
selling price of the property. Furthermore, the application of section 483 may 
affect the treatment of a stock option under part II, subchapter D, chapter 1 
of the Code, except that section 483 shall have no efiect in determining whether 
options granted prior to January 1, 1965, meet the requirements of section 
422(b) (4), 423(b) (6), 424(b) (1), or 424(c). Aniounts treated as unstated 
interest under section 483 may, if otherwise qualified under section 266 (relating 
to carrying charges), be charged to the capital account. The treatment of any 
portion of voting stock as interest under section 488 will not prevent an other- 
wise eligible acquisition from qualifying as a reorganization under section 868 
(a) (1) (relating to definitions of corporate reorganizations), although the 
payment of cash or property other than voting stock will prevent certain 
acquisitions from so qualifying. See section 868(a) (1) (B) and (C) and the 
regulations thereunder for rules relating to the extent to which voting stock 
must be exchanged by the acquiring corporation in certain reorganizations. 
Unstated interest shall be treated as interest for purposes of applying the source 
rules contained in section 861(a) (1) (relating to income from sources within 
the United States) and section 862(a) (1) (relating to income from sources 
without the United States, and for purposes of computing the amount of personal 
holding company income under section 543 (relating to personal holding com- 
pany income) and section 1372(e) (5) (relating to election by a small business 
corporation ) . 

(b) Exceptions anil limitations to ttie application of section $88. — (1) Sales 
price of $0, 000 or less. — (i) Determination of sales price. — Section 483 shall not 
apply to any payment on account of the sale or exchange of property if it can 
be determined at the time of such sale or exchange that the sales price cannot 
exceed $3, 000. For purposes of determining the amount of the sales price, the 
amount of any downpayment and any amount treated as unstated interest under 
section 483 shall be included, but interest provided for in the contract shall not be 
included. If property which is encumbered by a liability is sold or exchanged, 
the amount of the liability (whether the property is merely taken subject to 
the liabilitv or whether the liability is assumed by the purchaser) shall be in- 
cluded as a part of the sales price. The $8, 000 exception provided by this sub- 
pa, ragraph does not apply to a contract under which payments are indefinite as 
to liability or amount if the total of the payments (exclusive of interest specified 
in the contract) due under the contract could exceed $3, 000, notwithstanding that 
such payments do not subsequently exceed such amount. If the district director 
ascertains from the surrounding facts and circumstances that a single transac- 
tion with a sales price in excess of $3, 000 has been fragmented into more than 
one separate transaction each with a sales price less than $3, 000 in order to 
avoid the operation of the provisions of section 483, he may determine that 
section 483 applies. 

(ii) Eaamples. — The provisions of this subparagraph may be illustrated by 
the following examples: 

Esample (I). — On December 31, 1963, 3 sells property to B under a contract 
which provides that B is to make four payments of $700 each, such payments 
being due, respectively, every 6 months for the next 2 years. No interest is 
provided for in the contract. Since tlae total sales price ($2, 800) under the 
contract is not in excess of i'3, 000, section 483 does not apply, 

Example (2), — On December 31, 1963, 4 sells property to B under a contract 
which provides that B is to make four payments as follows: $721 ($700 princi- 
pal plus $21 interest), $7lfi (8700 principal plus $42 interest), $763 ('$700 
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p»ncipal plus $63 interest), and 878-i ($700 principal plus $84 interest), such 
payments being due, respeitively, every 6 months for the next 2 years. Since . e total sales price ($2, 800) exclusive of stated interest (. ". 10) does not exceed +h 

$3, 000, section 483 does not apply, even though the total dollar aniount of the 
contract, including both principal and stated interest ($3, 010), exceeds $3, 000. 

Eaaniple (8). — On December 31, I963, A sells property to B under a contract 
which provides that B is to niake three payments of $800 each, such payments 
being due June 30, 1964, December 31, 1964, and June 30, 1965. A fourth pay- 
ment of $800 is to be made on December 31, 1965, but only if the profit derived 
from the property exceeds an amount specified in the contract. No interest is 
provided for in the contract. Section 483 applies to the contract. even though 
the three definite payments ($2, 400) do not exceed $3, 000, because the total pay- 
ments due under the contract could exceed such a1nount. Furthermore, section 
483 applies even though, subsequently, the profit derived from the property does 
not exceed the amount specified in the contract, so that only $2, 400 is actually 
paid un&ler the contract. 

Eaample ($). — A divides a 100-acre tract of unimproved real property into four 
equal parcels and sells them to B under four separate contracts dated, respec- 
tively, December 31, 1963, January 31, 1964, February 29, 1964, and %larch 30, 1964. 
Each contract provides for payments of $1, 000 at the time of sale and $1, 000 
at the end of 1 year. No interest is provided in any of the contracts. The district 
director may determine that section 483 applies to the four contracts if he ascer- 
tains that a single transaction with a sales price in excess of $3, 000 has been 
fragmented into four separate transactions each with a sales price less than 
$3, 000 in order to avoid the operation of the provisions of section 483. 

(2) Carrying charges. — In the case of the purchaser, the tax treatment of 
amounts paid on account of the sale or exchange of property shall be determined 
without regard to section 483 if such amounts are treated under section 163(b) 
(relating to deduction for interest on certain installment purchases) as if they 
included interest. Accordingly, if the provisions of section 163(b) apply to a con- 
tract, the purchaser shall, with respect to payments under the contract, compute 
his interest deductions under that section (without regard to section 483), even 
though such amount differs from the amount to be treated as interest income by 
the seller as computed under the provisions of section 483. 

(3) Capital asset or section, 1281 property. — (i) Treatment of seller. — In the 
case of the seller, the determination of the tax treatment of any amounts received 
on account of the sale or exchange of property shall be made without regard to 
section 483 if no part of any gain on such sale or exchange would (if the property 
were sold at a gain) be considered as gain from the sale or exchange of a capital 
asset or property described in section 1231 (relating to property used in the trade 
or business and involuntary conversions). The determination of whether the 
exception of the preceding sentence applies shall be made without regard to 
whether any gain or loss is realized on the sale or exchange, whether any realized 
gain or loss would be recognized, or whether some other provision of law, such 
as section 1245 (relating to gain from dispositions of certain depreciable property) 
or section 1250 (relating to gain from dispositions of certain depreciable realty) 
applies, or ~ould apply, to some or all of the gain. For example, the provisions 
of section 483 apply to deferred payments of stock or securities by a corpor;ition 
which is a party to a reorganization, notwithstandin that under section 354(a) 
no gain or loss is recognized on the transaction. Similarly, the provi. ious of 
section 483 apply to deferred payments made to a corporation for its stock, not- 
withstanding the nonrecognition of gain or loss to the corporation under section 
1032 (relating to exchange of stock for property). 

(ii) Treatment of purchaser. — The purchaser un&ler a contract uniler which 
there are payments to which section 483 applies shall determine the amount of 
any interest deduction under such section, notwithstanding that section 483 does 
not apply to the seller because of the provisions of subdivision (i) of this 
subparagraph. 

(4) Sales or eachanges of patents. — Section 483 does not apply to any payments 
made pursuant to a transfer described in section 1235(a) (relating to sale or 
exchange of patents). The preceding sentence does not apply to transfers which 
are not described in section 1235(a) but which receive capital gain treatment 
under another section of the Code. 

(5) Annaitics. — Section 483 does not apply to any amount the liability for 
which depends in whole or in part on the life expectancy of one or more indi- 
viduals and which constitutes an amount received as an annuity to which sec- 

(relating to annuities, etc. ) applies. Thus, in the case of both the 
ss, ") — oss' — 66 10 
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purchaser and the seller, any such amount, is not considered a payment to which 
section 488 applies. 

PAR. 5. Section 1. 861 — 9 is amended by revising so much of para- 
graph (a) as precedes subparagraph (1) of such paragraph. The 
amended provision reads as follows: 

$ 1, 861 — 2 INTEBEBT. — (a) General. — There shall be included in gross income 
from sources within the United States all interest (including interest on certain 
deferred payments, as provided in section 486 and the regulations thereunder) re- 
ceived or accrued, as the case may be, from the United States, any Territory, any 
political subdivision of a Territory, or the District of Columbia, and interest on 
bonds, notes, or other interest-bearing obligations of residents of the l. nited 
States, whether corporate or othemvise, except— 

e 

PAR. 6. Section 1. 1441 — 2 is amended by revising paragraph (a) (1) 
to read as follows: 

$ 1. 1441 — 2 INCGIIE SUBJEGT To WITHHoLDING. — (a) Fixed or determinable 
annual or periodical income. — (1) The gross amount of fixed or determinable 
annual or periodical income is subject to withholding. Section 1441 specificallv 
Includes in such income interest (except interest on deposits with persons carry- 
ing on the banking business paid to persons not engaged in business in the 
I, nited States), dividends, rent, salaries, Ivages, premiums, annuities, compensa- 
tions, remunerations, and emoluments; but other kinds of income are included, 
as, for instance, royalties. I'or purposes of the preceding sentence, the term "in- 
terest" includes interest on certain deferred payments, as provided in section 
488 and the regulations thereunder. The term "fixed or determinable annual or 
periodical" income is merely descriptive of the character of a class of income. 
If an item of income falls Ivithin the class of income contemplated by the statute, 
it is immaterial whether payment of that item is made in a series of repeated 
payments or in a single lump sum. Thus, $6, 000 in royalty income would come 
within the meaning of the term, whether paid in 10 payments of $600 each or in 
one payment of $5, 000. 

(This Treasury Decision is issued under the authority contained in 
section 7805 of the Internal Revenue Code of 1954 (68A Stat. 917; o6 
U. S. C. 7805). ) 

SHELDOVz S. COIIEV 
Corrtnussv'oner o f Interna/Revenue. 

Approved January 17, 1966. 
STANI Ev 'S. SURREY& 

Assistant Secretary of the Treasury. 
(Filed by the Division of the Federal Register on Zan. 24, 1966, 8:45 a. m. , and 

published in the issue of the Federal Register for Jan. 2or, 1966, 81 F. R. 941) 

SUBCHAPTER F. — EXEMPT ORGANIZATIONS 

PART I. — GENERAL RULE 

SECTION 501. — EXEMPTION FROM TAX ON CORPORA- 
TIONS, CERTAIN TRllSTS, ETC. 

26 CFR 1. 501(a) — 1: Exemption from tax- 
ation. 

Rev. Rul. 66 — 177 

The fact that an organization has been formed under foreign law 
will not preclude its qualification as an exempt organization under 



section 501(a) of the Internal Revenue Code of 1954 if it meets the 
tests tor exemption under that section. 

26 CFR 1. 501(c) (9) — 1: Corporations orga- 
nized to hold title to property for exempt 
organizations. 

Section 501(c) (9) of the Internal Revenue Code of 1954 provides 
for the exemption of corporations organized for the exclusive purpose 
of holding title to property, collecting income therefrom& and turning 
over the entire amount thereof, less expenses, to an organization which 
itself is exempt from tax under section 501(a) of the Code. 

Held, the term "expenses" as used in section 501(c) (9) of the Code 
includes a reasonable allowance for depreciation determined in ac- 
cordance with section 167 of the Code. 

An organization holding title to a building housing its parent. See 
Rev. Rul. 66 — 150, page 147. 

26 CFR 1. 501(c) (8) — 1: Organizations orga- 
nized and operated for religious, charitable, 
scientific, testing for public safety, literary, 
or educational purposes, or for the preven- 
tion of cruelty to children or animals. 

Rev. Rul. 6646 

nonproiit organization which is formed to promote public 
appreciation of group harmony singing and to educate its members 
and the general public in this type of music is exempt from federal 
income tax under section M1(c) (8) of the Internal Revenue Code 
of 1954. 

Advice has been requested whether a nonprofit organization which 
is organized and operated to encourage group harmony singing may 
qualify for exemption under section 501(c) (8) of the Internal Revenue 
Code of 1954. 

The purposes of the organization are to perpetuate group harmony 
singing and to educate its members and the general public in their 
appreciation of this type of music. 

The organization's activities consist of frequent meetings of members 
where they receive training and instruction in vocal harmony and 
opportunities to practice under trained supervision. The members 
perform free of charge at local community institutions such as veterans' 
hospitals. Once each year the organization conducts a, public concert, 
at which an admission fee is charged, and the members perform with- 
out compensation. The organization's principal source of revenue is 
the annual public concert. Its expenditures are in connection with 
expenses of the concert such as theater rentals, scenery and costume 
rentals, rentals of meeting places, purchases of musical materials and 
remission of dues to aKliated organizations. 

Section 501(c) (8) of the Code provides in part for the exemption 
from Federal income tax of corporations, and any community chest, 
fund, or foundation, organized and operated exclusively for religious, 
charitable, scientific, literary, or educational purposes, no part of the 
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net earnings of which inures to the benefit of any private shareholder 
or individual. 

Organizations such as symphony orchestras and theatrical groups 
may be exempt from Federal income tax as educational or charitable 
organizations under section 501(c) (3) of the Code. See example (4) 
of section 1. 501(c) (3) — 1(d) (3) (ii) of the Income Tax Regulations 
and Revenue Ruling 64 — 175, C. B. 1964 — 1 (Part, 1), 185. See also 
Revenue Ruling 65 — 270, C. B. 1965 — 2, 160; and Revenue Ruling 65- 
271, C. B. 1965 — 2, 161. An organization formed to promote group 
harmony singing falls in the same general category of organizations 
designed to increase public appreciation of the arts. The methods 
used by the organization in educating its members and the general 
public are appropriate to an educational organization under section 
501(c) (3) of the Code. Accordingly, the organization is exempt 
from Federal income tax under section 501(c) (3) of. the Code. 

An organization which considers itself to be within the scope of 
this Revenue Ruling must, in order to establish its exemption under 
section 501(c) (3) of the Code, file an application on Form 1023, 
Exemption Application, with the District Director for the Internal 
Revenue district in which is located the principal place of business 
or principal olfice ot the organization. See section 1. 501(a) — 1 of the 
regulations. 

Rev. Rul. 66 — 103 

A nonprofit organization providing awards and grants, including 
scholarships and fellowship grants, to needy individuals to enable 
them to continue their work in the creative arts, as well as to 
continue their education and studies, with no monetary benefit to 
the donor organization. is entitled to exemption from k'ederal income 
tax under section 501(c) (3) of the Internal Revenue Code of 1054. 

Advice has been requested whether an organization, organized and 
operated for the purposes described below, qualifies for exemption 
from Federal income tax under section 501(c) (3) of the Internal 
Revenue Code of 1954. 

The organization was created for the purpose of encouraging the 
creative arts and scholarship through making grants available to 
writers, composers, pM'nters, sculptors, and scholars for projects in 
their respective fields which they would not otherwise be able to under- 
take or finish due to the lack of funds. 

The grants are unconditional in that the results of the research and 
rights to the artistic or scholarly work belong to the recipient of the 
grant. The grantor organization derives no monetary benefit, from 
the activity. In awarding grants, preference is given to persons show- 
ing distinction or promise in their respective fields. Recipients of 
grants promise to make their work available for the benefit of the 
public in ways customary and appropriate to the particular work. 

The funds of the organization are received as contributions and. it 
is required by its articles of incorporation to disburse its funds, after 
the payment of operating expenses, for charitable, scientific, literary, 
and educational purposes. 

Section 501(c) (3) of the Code provides, in part, for the exemption 
from Federal income tax of corporations, and any community chest, 
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«nd, or foundation organized and operated exclusively for religious, 
charitable, scientific, literary, or educational purposes, no part of the 
net earnings of which inures to the benefit of any private shareholder 
or individual. 

S t o 1. 501(c) (3) — 1(d) (1) (ii) of the regulat'ons prov 
an organization is not organized or operated exclusively for one or 
more of the purposes specified in section 501(c) (8) of the Code unless 
it serves a public rather than a private interest. 

In enactmg section 117 of the Code relating to scholarships and fel- 
lowship grants Congress specifically recognized that such grants are 
made by section 501(c) (8) organizations. (Section 117 of the Code 
provides, in part, that in the case of an individual who is not a candi- 
date for a degree, gross income does not include any amount received 
as a scholarship or fellowship grant if the grantor is an organization 
described in section 501(c) (8) which is exempt from tax under section 
501(a) of the Code. 

An organization which makes unconditional grants to individuals 
(writers, composers, painters, sculptors, scholars, etc. ), who are in 
need of funds to initiate, develop, or complete creative or scholarly 
works, or to conduct necessary research for such projects, may qualify 
for exemption under section 501(c) (8) of the Code, where the purpose 
of such grants is to assist the recipient to carry on his creative efforts. 
The fact that the recipient, may receive money or other benefits from 
other sources in addition to the grant or award, as a result of his work 
does not preclude the grantor organization from qualifying as a char- 
itable organization within the meaning of section 501(c) (8) of the 
Code. 

Accordingly, it is held that the instant organization qualifies for 
exemption from Federal income tax as an organization described in 
section 501(c) (8) of the Code. Compare Revenue Ruling 66 — 104, 
below, wherein an organization sponsoring the preparation of 
teaching materials and textbooks, and sharing with the editors and 
authors the royalties from sales thereof by the publisher, is held not 
to qualify under section 501(c) (8) of the Code. 

An organization may not consider itself exempt from tax merely 
because it, falls within the scope of this Revenue Ruling. In order to 
establish its status, an organization claiming exemption under section 
501(c) (8) of the Code should file its application on Form 1028, 
Exemption Application, with the District, Director of Internal Reve- 
nue for the internal revenue district in which is located the principal 
ofiice of the organization. See section 1. 501(a) — 1 of the regulations. 

Rev. Rul. 66 — 104 

A nonprofit organization which makes funds available to authors 
and editors for preparing teaching materials and writing textbooks, 
and, under the terms of the contract with the publisher, receives 
royalties from sales of the published materials and then shares them 
with those individuals, does not qualify for exemption from Yederal 
income tax as a charitable, educational or literary organization 
under section 501(c) (8) of the Internal Revenue Code of 1054. 

Advice has been requested whether under the circumstances 
described below an organization created to meet the need for more 



136 

satisfactory teaching materials and textbooks in economics and related 
fields qualifies for exemption from Federal income tnx under section 
501(c) (8) of the Internal Revenue Code of 1954. 

Tlie organization makes funds available to authors and editors for 
preparing teaching m;iterials and writing textbooks. The individuals 
ai e selected on the basis of their ability as scholars or educators. The 
organization contracts with commercial publishing firms for the publi- 
cation of these materials ivhich are used primarily by colleges and 
universities. 

The contracts between the organization and the publishers provide 
that the publishers pay all publication costs and a royalty to the orga- 
nization on sales of the publication. In return, the publisher receives 
the copyright, publishing, and selling rights. The agreement between 
the organization and the editors and authors provides that the royalty 
income will first be applied to pay for the costs of preparing the mate- 
rials for publication, including funds to authors and editors. The 
remaining royalty mill be divided into specific percentages between the 
organization and the editors and authors. 

The organization receives funds from contributions, royalties from 
sales of publications, and loans. Its expenses are for stationery, o%ce 
help, statistical work, research, proofreading, advertising, legal and 
accounting fees, payment of royalties and funds to authors and editors, 
and repayment of loans. 

Section 501(c) (8) of the Code provides, in part, for the exemption 
from Federal income tax of corporations, and any community chest, 
fund, or foundation, organized and operated exclusively for religious, 
charitable, scientific, literary, or educational purposes, no part of the 
net earnings of ivhich inures to the benefit, of any private shareholder 
or individual. 

Although educational interests are served by the publication of 
better teaching materials, the facts in this case show only an enterprise 
conducted in an essentially commercial manner, in which all the par- 
ticipants expect to receive a monetary return. Accordingly, it is held 
that the instant organization does not qualify for exemption from 
Federal income tax as an organization described in section 501(c) (3) 
of the Code. 

Compare Revenue Ruling 66 — 108, page 184, this Bulletin, wherein 
an organization ivhich makes grants and awards to scholars and artists, 
and which does not receive any monetary benefit from the activity, is 
held to qualify for exemption from Federal income tax under section 
501(c) (8) of the Code. 

Rev. Rul. 66 — 146 
An organization organized and operated to further, encourage, 

and recognize outstanding achievements and contributions of citizens 
of a particular State toward the progress and betterment of human 
endeavor is exempt froin Federal income tax under section 501(c) 
(3) of the Internal Itcvenue Code of 1054. 

Advice has been requested whether an organization organized and 
operated to further, encourage, and recognize outstanding achieve- 
ments and contributions of citizens of a p~articular State toward the 
progress and betterment of human endeavor is exenipt from Federal 
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income tax under section 501(c) (3) of the Internal Revenue Code 
of 1954. 

The organization, in accordance with its purpose, examines and 
evaluates acts of the citizens of the State and on the basis of its 
study, selects for public recognition and awards those individuals who 
are determined to have made outstanding contributions and achieve- 
ments in social, cultural, and technological areas (including commerce, 
communications, creative arts and crafts, education, fiinanee, govern- 
ment, law, medicine and health, performing arts, religion, science, 
social services, sports and athletics, technology, and. transportation). 

Section 501(c) (3) of the Code provides, in part, for the exemption 
of corporations organized and operated exclusively for charitable 
purposes. 

In the case of Bob v. 3fcCuugkn, 49 FH. (Qd) 616 (29M), the court 
heM that a trust formed to make awards to citizens of Pluzladelphia 
who rendered conspicuous service to that, city was a charitable trust 
and hence that a contribution to the trust was deductible under the 
charitable contributions provision of the Revenue Act applicable in 
that case. 

Similarly, the organization herein described is exempt from Fed. - 
eral income tax under section 501(e) (3) of the Code. 

An organization which considers itself within the scope of this Reve- 
nue Ruling must, in order to establish exemption under section 501 
(c) (8) of the Code, file an. application on Form 1093, Exemption Ap- 
plication, with the District Director of Internal Revenue for the in- 
ternal revenue district in which is located the principal place of 
business or principal oflice of the organization. See section 1. 501 (a) — 1 
of the Income Tax Regulations. 

Rev. Rul. 66 — 147 
An organization qaaiifies for exemption from Federai income tax 

under section vol ( c) (8) of the Internal Revenue Code of 1M4 vrhere 
it is formed to survey scientific and medical literature published. 
throughout the world and to prepare and distribute free of charge 
abstracts taken from such literature. 

Advice has been requested. whether a nonprofit, corporation orga- 
nized and. operated as described herein qualifies for exemption from 
Federal income tax under section 501(c) (8) of the Internal Revenue 
Code of 19%-. 

The organization was organized for exclusively educational, scien- 
tific, and charitable purposes. Its specific purpose is to inform the 
interested public of current developments appearing in scientifie and 
medical literature. The organization employs technical personnel 
who survey the world's medical and scientifi publications as soon as 
they are published. They select and abstract, articles appearing in 
this literature. The abstracts are compiled in monthly pubiicatmns 
and are clistributed free of charge to anyone having particular interest 
in the subject matter. 

The organization's sta8 is highly trained in particular fields of 
medicine, cliemistry, and biology. In addition, most of the staK has 
special training in foreign languages, in which a. great many of the 
articles are written The organization obtains its operating funds 
from coiltribut ions an d governmental grants. 
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Section 501(c) (3) of the Code provides for the exemption from 
Federal income tax of organizations organized and operated exclu- 
sively for charitable, scientific, and educational purposes. 

Section 1. 501(c) (6) — 1(d) (2) of the Income Tax Regulations defines 
the term "charitable" as used in section 501(c) (6) of the Code as 
including the advancement of education or science. 

Tlie activities of the organization, consisting of reviewing medical 
and scientific publications, and preparing and disseminating free 
abstracts of meaningful and accurate reference materials based on 
articles appearing in such publications, are programs which advance 
education and science. 

Therefore, the organization qualifies for exemption from Federal 
income tax under section 501(c) (6) of the Code. 

An organization which considers itself' within the scope of this 
Revenue Ruling must, , in order to establish exemption under section 
501(c) (6) of the Code, file an application on Form 1028, Exemption 
A. pplication, with the District Director of Internal Revenue for the 
internal revenue district in which is located the principal place of 
business or principal ofiice of the organization. See section 1. 501(a) — 1 
of the regulations. 

Rev. Rul. 66 — 178 

A nonprofit organization created to foster and develop the arts 
by sponsoring a public art exhibit at which the works of unknown 
but promising artists are selected by a panel of qualified judges for 
viewing and are gratuitously displayed is exempt from Irederal 
income tax under section 501(c) (9) of the Internal Revenue Code 
of 1954 

A question asked the Internal Revenue Service is whether an or- 
ganization created to foster and develop the arts by sponsoring an 
annual art exhibit is exempt from Federal income tax under section 
501 (c) (8) of the Internal Revenue Code of. 10M-. 

The organization's sole activity is sponsoring an annual public art 
exhibit at vvhich works of unknown but promising artists are dis- 
played. Artists eligible to have their works displayed are those who 
are not aSliated with art galleries and who have no medium for ex- 
hibitinq their creations. The works exhibited are selected by a panel 
of quahfied art experts. The organization does not charge the artists 
any fees for the privilege of having their works displaved. Nor 
does the organization sell or oRer the displayed works for sale. 

For the exhibit, the organization prepares a catalogue which lists 
each work displayed, the name of its creator, and the a~rtist's home or 
studio address. The ca, talogue is sold for a nominal fee to the public. 
In addition, the organization receives income from nominal admis- 
sion fees to the exhibit and contributions. Funds are disbursed for 
renting the exhibition liall, printing the catalogues, and administra- 
tive expenses. 

Section 501(c) (3) of the Code provides, in part, for the exemption 
from Federal income tax of organizations organized and operated 
exclusively for charitable and educational purposes, no part of the net 
earnings of ivliich inures to the benefit of any private shareholder or 
individual. 
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Cultural organizations devoted to the promotion of the arts may 
qualify for exemption as being educational or charita1ile in character. 
See Rev, Rul. 65 — 271, C. B. 1965 — 2, 161. 

Similarly, an organization created to foster and develop the arts by 
sponsoring an annual public exhibit at which art works of unknown 
but promising artists are selected by a panel of expert judges and 
gratuitously displayed is exempt from Federal income tax under sec- 
tion 501 (c) (3) of the Code. 

An organization which considers itself within the scope of this 
Revenue Ruling must, in order to establish exemption under section 
501(c) (3) of the Code, file an application on Form 1028, Exemption 
Application, with the District, Director of Internal Revenue for the 
internal revenue district in which is located the principal place of 
business or principal ofiice of the organization. See section 1. 501(a) — 1 
of the Income Tax Regulations. 

(Also 1. 501(c) (4) — 1, 1. 501(c) (5) — 1, 1. 501 
(c) (7) -1. ) 

Situations under which garden clubs may qualify for exemption 
from Federal income tax under section o01 of the Internal Revenue 
Code of 10~-1. 

Depending upon its form of organization and method of operation 
an organization commonly referred to as a "garden club" may qualify 
for exemption from Federal income tax as a charitable or educational 
organization described in section 501(c) (8) of the Internal Revenue 
Code of 1954, a civic organization described in section 501(c) (4), a 
horticultural organization described in section 501(c) (5), or a social 
club described in section 501(c) (7) of the Code. The proper classi- 
fications for exemption are illustrated by the four situations set out. 
below. 

8~'fiuifion l. — Garden club qualifying under section 501(c) 
(8) of the Code. 

The organization was incorporated as a nonprofit organization for 
the purposes of instructing the public on horticultural subjects and 
stimulating interest in the beautification of the geographic area. In 
furtherance of these purposes, the organization (1) maintains and 
operates a free library of materials on horticulture and allied sub- 
jects, (2) instructs the public on correct gardening procedures and con- 
servation of trees and plants by means of radio, television, and lecture 
programs, (3) holds public Rower shows of a noncommercial nature. 
at which new varieties of plants and Rowers are exhibited, (4) makes 
awards to children for achievements in gardening, (5) encourages 
roadside beautification and civic planting, and (6) makes awards for 
civic achievement in conservation and horticulture. 

Membership in the organization is open to the public and consists 
primarily of amateur gardeners and others not professionally or com- 
mercially connected with horticiilture. The organization's funds are 
derived from clonations and nienibership dues, fees, and asses-. me;its. 
No part of its net earnings inures to the benefit of any ofhcer or member. 

Section 501(c) (3) of the Code provides that an organization orga- 
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nized and operated exclusively for charitable or educational purposes 
is exempt from Federal income tax, provided no part of its net earn- 
ings inures to the benefit of any private shareholder or individual. 

Section 1. 501 (c) (8) — 1(d) (2) of the Income Tax Regulations defines 
the term "charitable" to include the advancement of education and the 
promotion of social welfare by organization designed to combat com- 
munity deterioration. 

Section 1. 501(c) (8) — 1(d) (8) of the regulations defines the term 
"educational" as relating to (a) the instruction or training of the 
in. dividual for the purpose of improving or developing his capabilities 
or (b) the instruction of the public on subjects useful to the individual 
and beneficial to the community. An example in this section states 
that an organization whose activities consist of presenting public 
discussion groups, forums, panels, lectures, or other similar programs, 
may be an educational organization. 

This organization is organized and, in carrying out its purposes in 
the manner described above, is operated exclusively for charitable 
and educational purposes. Accordingly, the organization qualifies 
for exemption under section 501 (c) (3) of. the Code. 

Sitnution 8. — Garden club qualifying under section 501(c) 
(4) of the Code. 

The facts are the same as in Situation 1 except that a substantial 
part of the organization's activities, but not its primary activity, con- 
sists of social functions for the benefit, pleasure, and recreation of its 
members. 

Section 501(c) (4) of the Code provides that a civic organization 
not organized for profit but operated exclusively for the promotion of 
social welfare is exempt from Federal income tax. 

Section 1. 501(c) (4) — 1 of the regulations states that an organiza- 
tion is operated exclusively for the promotion of social welfare if it 
is primarily engaged in promoting in some way the common good and 
general welfare of the people of the community. An organization 
embraced within this section is one which is operated. to bring about 
civic betterment and social improvements. 

In general, social activities for the benefit, pleasure, and recreation 
of members do not preclude exemption under section 501(c) (4) of 
the Code. However, section 1. 501(c) (4) — 1(a) (9) (ii) of the regula- 
tions provides that an organization will not qualify for exemption as 
a civic organization described in section 501(c) (4) of the Code if its 
primary activity is the operation of a social club. 

The facts in this Situation are distinguishable from those in 
Sifnation1 in that the instant organization conducts substantial social 
functions not in furtherance of any of the purposes specified in section 
501(c) (8) of the Code. Section 1. 501(c) (3) — 1(c) (1) of the regula- 
tions provides that an organization will not be regarded as "operated 
exclusively" for one or more exempt purposes described in section 
501(c) (8) of the Code if more than an insubstantial part of its activi- 
ties is not in furtherance of a 501(c) (8) purpose. Accordingly, the 
organization does not qualify for exemption under section 501(c) (8) 
of the Code. 

Ho~ever this organization, in carrying out its purposes m the 
manner described above, is being operated primarily to bring about 
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c»&c betterment and social improvements. The social functions for the benefit, pleasure, and recreation of the members do not constitute its primary activity. Accordingly, the organization qualifies for 
exemption under section 501 (c) (4) of the Cocle. 

Situation 8. — Garden club qualifying under section 501(c) 
(5) of the Code. 

This organization was incorporated as a nonprofit, organization for 
the purposes of bettering the conditions of persons engaged in horti- 
cultural pursuits and improving the grade of their products. In 
furtherance of these purposes, the organization (1) publishes a 
monthly trade journal, (2) reports periodically to its members any 
new developments in horticultural products, and (7&) encourages the 
development of better horticultural products through a system of 
awards. The membership of the organization is mainly composed of 
individuals and firms engaged in the business of horticulture and 
related fields. Xo part of its net earnings inures to the benefit of any 
ofhcer or member. 

Section 501(c) (5) of the Code provides that a horticultural organi- 
zation is exempt from Federal income tax. 

Section 1. 501(c) (5) — 1 of the regulations provides that organiza- 
tions contemplated by section 501(c) (5) of the Code are those v. hich 
have no net earnings inuring to the benefit of any member, and have as 
their objectives the betterment of the conditions of those engaged in 
such pursuits, the improvement of the grade of their products, and the 
development, of a higher degree of efficiency in their respective 
occupat. ions. 

This organization, in carrying out, its purposes in the manner de- 
scribed above, is being operated to improve the conditions of its 
members and the grade of their products and to develop a higher 
degree of efficiency in their occupations. Accordingly, the organiza- 
tion qualifies for exemption under section 501(c) (5) of the Code. 

Situation $. — Garden club qualifying under section 501 
(c) (7) of the Code. 

The organization was incorporated by amateur gardeners to pro- 
mote their common interest m gardening. The organization (1) 
holds Gower sho~s and exhibits to display members' achievements in 
home gardening, (2) schedules weekly meetings devoted primarily to 
informal social hours during which matters related to gardening are 
discussed, and (, '3) issues a publication containing news about mem- 
bers' social activities and achievements in home gardening. Its funds 
are derived from membership dues, fees, and assessments. No part of 
the net earnings of the organization inures to the benefit of any ofhcer 
or member. 

Section 501(c) (7) of the Code provides that a club organized and 
operated exclusively for pleasure, recreation, and other nonprofitable 
purposes is exempt from Federal income tax, provided no part of its 
net earnings inures to the benefit of any private shareholder. 

This organization, in carrying out, its purposes in the manner de- 
scribed above, is being operated exclusively for pleasure and recreation 
of its members. Accordingly, it qualifies for exemption under section 
501(c, ) (7) of the Code. 
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An organization which considers itself within the scope of this 
Revenue Ruling must, in order to establish exemption, file an applica- 
tion on an appropriate form with the District Director of Internal 
Revenue for the internal revenue district in which is located the prin- 
cipal o%ce of the organization. An organization claiming exemption 
under section 501(c) (3) of the Code must file an application on Form 
1028, Exemption Application. An organization claiming exemption 
under section 501(c) (4) or section 501(c) (5) of the Code must file an 
application on Form 1024. An organization claiming exemption 
under section 501(c) (7) of the Code must file application on Form 
1025. See section 1. 501(a) — 1 of the regulations. 

An exempt organization engaged regularly in the selling of "call» 
options on certain of its stock. See Rev. Rul. 66 — 47, page 149. 

Rev. Rul. 66 — 59 o6 CFR 1. 501(c) (4) — 1: Civic organizations 
and local associations of employees. 

An organization of employees whose purpose is to pay lump sum 
retirement benefits to its eligible members or death benefits to their 
survivors does not qualify for exemption from k'ederal income tax 
under section 501(c) (4) of the Internal Revenue Cade of 1954 as 
a local association of employees. 

Advice has been requested whether an association organized for the 
purposes hereinafter set forth may qualify for exemption from Fed- 
eral income tax under section 501(a) of the Internal Revenue Code 
of 1054, as a local association of employees described in section 
501(c) (4) of the Code. 

The association was organized for the purpose of creating and main- 
taining a fund to provide benefits for hourly paid employee mem- 
bers on their retirement, ; or, in case of an employee member's death, 
to pay benefits to his surviving spouse, or a descending heir previously 
designated as beneficiary. The organization was formed by the em- 
ployees of a company located in. a particular city. Membership is 
open to every person wlio has been employed by the company for a 
specified period of time, and terminates when employment by the 
company is terminated for any reason. Tlie amount of benefits de- 
pends upon. the recipient's age at the time of retirement or death and 
the number of years irked for the company. Both the retirement 
payment and the death benefit payment are made in a lump sum. 

The organization's activities consist primarily of disbursing retire- 
ment and death benefits to eligible employee members and their bene- 
ficiaries. Its principal source of income is from profits derived from 
concessions operated ivithiii the company plant, . Other income is from 
interest on a savings account, and the sale of scrap materials given 
to the organization by the company for that purpose. The organiza- 
tion's disbursements are principally for the payment of retirement 
and death benefits to eligible beneficiaries. 

Section 501(c) of the Code describes certain organizations exempt 
from income tax under section 501(a) of the Code and reads, in part, 
as follows: 

(4) " ~ ~ local associations of emplovees, the membership of which is 
limited to the employees of a designated per'son or persons in a particular 
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municipalitV, and the net earnings of which are devoted exciusivelV to 
charitable, educational, or recreational purposes. 

Section 1. 501 (c) (4) — 1(b) of the Incouie T;ix Regulations provides, 
among other things, that the word "charitable" has the same ineaning 
as it does in the regulations under section 50'1(c) (8) of the Code. 

Amounts disbursed by the orgaiiization as retirement and death 
benefits in fulfillment of its organizational purposes are not devoted 
to charitable, educational, or recreational purposes within the mean- 
ino of section 501 (c) (4) of the Code. 

In view of the foregoing, the organization described herein does 
not qualify for exemption from Federal income tax under section 
501(c) (4) of the Code. 

Rev. Rul. 66 — 148 
A nonprofit organization formed for the purpose of establishing 

and maintaining a svstem for the storage and distribution of water 
in order to increase underground water levels in a communitY is 
exempt from federal income tax under section 501(c) (4) of the 
Internal Revenue Code of 19o4. 

A. dvice has been requested whether an organization whose function 
is to improve the water supply of a community is exempt from Federal 
income tax under section 501 (c) (4) of the Internal Revenue Code 
of 1954. 

The organization was formed as a nonprofit corporation for the 
purpose of establishing and maintaining a system for the storage and 
distribution of water in order to raise the underground water levels 
of. a community. Membership in the organization is available to any 
water user in the community who a~~ to pay an assessment based 
upon the number of gallons of water pumped from the user's private 
well. Such payments constitute the organization's only source of 
income. However, the increase in the level of the underground water 
table which results from the organization's activities benefits all resi- 
dents of the community whose wells are supplied by the raised water 
table, regardless of w'hether they are members and regardless of 
whether they pay anything to the organization. Memberships and 
assessments are obtained by the organization on a voluntary basis. 

Section 501 (c) (4) of the Code provides, in part, for the exemption 
of civic leagues or organizations not organized for profit but operated 
exclusively for the promotion of social welfare. 

An organization is operated exclusively for the promotion of social 
welfare if it is primarily engaged in promoting in some way the 
common good and general welfare of the people of the community. 
See section 1. 501(c) (4) — 1 of the Income Tax Regulations. 

By attempting to raise the underground water level, the orga- 
nization is operating for the benefit of the entire community. 
A. ccordingly, the organization is exempt from tax under section 
501(c)(4) of the Code. 

An organization which considers itself within the scope of this 
Revenue Ruling must, in order to establish exemption under section 
501 (c) (4) of the Code, file an application on Form 1094, Exemption 
Application, with the District Director of Internal Revenue for the 
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internal revenue district in which is located the principal place of 
business or principal ofFice of the organization. See section 1. 501(a)-l, 
of the regulations. 

Rev. Rul. 66 — 180 

A. local association of employees organized exclusively for recrea- 
tional purposes operates s. gasoline station on property owned by the 
employer of its members to provide funds in addition to dues income 
for its recreational activities. Sales are limited to its men&bers and 
to the emplover, and income is used exclusively for members' recrea- 
tion. Held„neither the operation of the gasoline station, nor the 
selling of gasoline and oil to the employer company adversely atfects 
its qualification for exemption since all of its incan&e is used for 
recreational purposes, and income from sales to the employer of its 
members is considered a form of employer support of the association. 
The organization is therefore exempt as a local association of em- 
ployees described in section 601(c) (4) of the Internal Revenue 
Code of lfio4. 

Advice has been requested whether an employees' association or- 
ganized exclusively for recreational purposes which operates a gaso- 
line station to supplement its dues income under the circumstances 
described below may qualify for exemption from Federal income tax 
as an organization described in section 501(c) (4) of the Internal 
Revenue Code of 1954. 

The organization was incorporated as a nonprofit corporation, for 
recreational purposes, with membership limited to persons who are 
employees or former employees (pensioners) of a company in a partic- 
ular locality. Its activities consist of providing recreation through 
the sponsorship of a basketball league, bowling league, bridge club, 
golf tournaments, square dancing, holiday parties, etc. , for its mem- 
bers. It also maintains and operates a gasoline station, located. on 
property leased from the company. 

Sales are limited to members and the company. The organiza- 
tion's income is derived from membership dues, ticket sales to various 
recreational functions, and gasoline and oil sales. Expenditures are 
for recreational activities and for the operation of the gasoline sta- 
tion. Approximately 50 percent of the income from gasoline and oil 
sales is derived from sales to the employer company. All of the net 
earnings of the organization are required to be used for its recreational 
activities; no part is to be distributed to individual members. 

Section 501(c) (4) of the Code exempts from Federal income tax 
local associations of employees, the membership of which is limited 
to the employees of a designated person or persons in a particular 
municipality, and the net earnings of which are devoted exclusively 
to charitable, educational, or recreationa, l purposes. 

In determining this organization's qualifiication for exemption from 
tax under the foregoing provision, two factors to be considered are 
(1) whether the organization may engage in a "service station" tvpe 
of operation, a bu~siness ordinarily carried on for profit; and (~) 
whether the realization by the organization of a substantial portion 
of its income from the sale of oil and gasoline to the employer of its 
members would adversely afFect its qualification for exemption. 

With respect to factor number (1) a local association of employees 
may qualify for exemption under section 501(c) (4) of the Code not- 
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wit»tunding that it engages in a business of a type ordinarily carrie&1 
profit if as in this case, sucli b~si~~~s is with its members, and 

the net earnings of the business enterprise are used exclusively for 
tional oi. reci eat 

As for factor number (2) an employer may make contributions to 
an association of its employees to enable the organization to carry on 
its activities. AVhere it is found that, as in this case, an association of 
employees derives a substantial portion of its income from doing 
business with the employer of its members, exemption will not be 
denied since profits derived from doing business with the employer 
may be i egarded as a form of employer support of the organization. 

Accordiiigly, this organization is entitled to exemption from Fed- 
eral income tax as a local association of employees described in sec- 
tion 501(c) (4) of the Code. 

An organization which considers itself within the scope of this 
Revenue Ruling must, in order to establish exemption under section 
501(c) (4) of the Code, flle an application on Form 1024, Exemption 
Application, with the District Director of Internal Revenue for the 
internal revenue district in which is located the principal place M 
business or principal oKce of the organization. See section 1. 501(a) — 1 
of the Income Tax Regulations. 

An organization holding title to a building housing its parent. See 
Rev. Rul. 66 — 150, page 147. 

Whether an organization engaged in activities relating to horticul- 
ture qualifles as a civic organization. See Rev. Rul. 66 — 179, page 139. 

Rev. Rul. 66 — 105 26 CFR 1. 501(c) (5)-1: Labor, agricultural, 
and horticultural organizations. 

An organization composed of agricultural producers whose prin- 
cipal activity is marketing livestock for its members does not qualify 
for exemption under section 501 (c) (5) of the Internal Revenue Code 
of 1054. 

Advice has been requested whether an organization composed of 
agricultural producers, whose principal activity is marketing live- 
stock for its members, qualifies for exemption under section 501(c) (5) 
of the Internal Revenue Code of 1954. 

The organization was formed as a nonprofit corporation to carry 
out a livestock improvement program and to sponsor and promote 
sales of livestock for its members who are owners or operators of 
farms. The organization's principal activity is marketing livestock 
as agent for its members at auctions held throughout the year. It 
furnishes the labor, advertising, bookkeeping services, and physical 
facilities required for the auctions. A. percentage of the sales pro- 
ceeds is retained for expenses and establishment of a reserve for the 
future acquisition of land and buildings. The balance is remitted 
to the members as payment, for their livestock. 
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Section 501(c) (5) of the Code provides for the exemption from 
Federal income tax of labor, agricultural, or horticultural organiza- 
tions. 

Section 1. 501(c) (5) — 1 of the Income Tax Regulations provides that, 
the organizations contemplated by section 501(c) (5) of the Code as 
entitled to exemption from income taxation are those which (1) have 
no net earnings inuring to the benefit of any member, and (2) have as 
their objects the betten~xent of the conditions of those engaged in such 
pursuits, tlie improvement of the grade of their products, and the 
development of a higher degree of efficiency in their respective 
occupations. 

Tlie sale of members' products with the return to them of the sale 
proceeds, less expenses and reserves, is neither an object nor an activity 
within the ambit of the cited sections of the Code and regulations. 
The principal purpose of the organization is to act as a sales agent 
for its members. Therefore, the organizat, ion does not meet the re- 
quirements of section 1. 501(c) (5) — 1 of the regulations and is not 
exenipt under section 501(c) (5) of the Code. 

0 lipther an organization engaged in activities relating to horticul- 
ture qualifies as a horticultural organization. . See Rev. Rul. 66 — 179, 
page 189. 

96 CFR 1. 501(c) (7) — 1: Social clubs. Rev. Rul. 66 — 14-9 

A social club is not exempt from Federal income tax as an organi- 
sation described in section 501(c) (7) of the Internal Revenue Code 
of 1&54 where it regularly derives a substantial part of its income 
from nonmember sources such as, for example, dividends and 
interest on investments which it owns. However, a club's right to 
exemption under section 501(c) (7) of the Code is not affected by 
the fact that for a. relatively short period a substantial part of its 
income is derived from investment of the proceeds of the sale of its 
former clubhouse pending the acquisition of a new home for the club. 

I. T. 0802, C. B. 1000-2, 105, superseded. 

A. dvice has been requested whether a social club which regularly 
receives a substantial part of its income from interest and dividends 
on investments qualifies for exemption from Federal income tax under 
section 501(c) (7) of the Internal Revenue Code of 1954. 

The income of the club consists of amounts received from its mem- 
bers in the form of fees, dues, and assessments plus a substantial 
amount from investments. A. ny excess of income over expenditures 
is generally reinvested in income producing assets. 

Section 501(c) (7) of the Code provides that clubs organized and 
operated exclusively for pleasure, recreation and other nonprofitable 
purposes are exempt from Federal income tax provided no part of the 
net earnings inures to the benefit of any private shareholder. 

Section 1. 501(c) (7) — 1 of the Income Tax Regulations provides that, 
in general, the exemption extends to social and recreation clubs which 
are supported by membership fees, dues, and assessments. However, 
a club otherwise entitled to exemption w~ill not be disqualified merely 
because it raises revenue from members through the use of club 
facilities or in connection with club activities. 
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The statute contemplates that clubs falling within. the ambit of 
section 501(c) (7) of the Code are designed primarily to provide for 
the pleasure and recreation of members. These activities may be 
supported by funds obtained from members, such as dues, assessments, 
and payment for the use of club facilities. However, to the extent 
that income is derived from nonmember sources, it inures to the benefit 
of the members. If such activities are other than incidental, trivial, 
or nonrecurrent, it is considered that they are intended to produce 
income and are reflective of a, purpose inconsistent with exemption 
under section 501(c) (7) of the Code. See Rev. Rul. 58 — 589, C. B. 
1958 — 2, 266, at 268, and the cases cited therein. 

This case is distinguishable from that described in I. T. 8302, C. B. 
1M9 — 2, 105, where it, was held that a social club's exemption from Fed- 
era, l income tax wa, s not afFected by the fa, ct that, for the time being, 
a substantial part of its income was derived from interest. There, the 
investment was found to be not made for profit. , but incidental to the 
acquisition of new club facilities following the sale of its old club- 
house for reasons found not to have been motivated by profit. 

Such situation does not prevail in the instant case. Here the club's 
funds are invested primarily for the purpose of producing income 
through dividends, interest, or capital appreciation. It is evident 
(1) that such income is regularly derived from nonmember sources, 
(2) that the income is received in fulfillment of and pursuant to a, 

profit motive, and (8) that the income from investments is substantial 
in relation to total income. Furthermore, as stated in Revenue Ruling 
58 — 589, above, net earnings inure to members through an increase in 
services ofFered by the club, without a corresponding increase in dues, 
or through an increase in the amount which would be distributed upon 
dissolution of the club. 

Accordingly, a social club is not exempt from Federal income tax 
as an organization described in section 501(c) (7) of the Code where it 
regularly derives a substantial part of. its income from nonmember 
sources such as, for example, dividends and interest on investments 
which it owns. However, a club's right to exemption under section 
501(c) (7) of the Code is not afFected by the fact that for a, relatively 
short period a substantial part of its income is derived from investment 
of the proceeds of the sale of its former clubhouse pending the acquisi- 
tion of a new home for the club. 

I. T. 8802, C. B. 1939 — 2, 105, is superseded. 

(Also 1. 501(c) (2) — 1, 1. 501(c) (4) — 1. ) Rev. Rul. 66 — 150 

An organization which holds title to a building housing its parent, 
xvhich is exempt under section 501(c) (4) of the Internal Revenue 
Code of 1954, maintains the building, and operates the social facil- 
ities located in the building, does not qualify for exemption from 
Federal income tax under section 501(c) (2) or section 501(c) (4) 
of the Code; but it does qualify under section 501(c) (7) of the 
Code. 

Advice has been requested whether, under the circumstances de- 
scribed below, a subsidiary of a veterans' organization qualifies for ex- 
emption from Federal income tax under section 501(c) (2), 501(c) (4), 
or 501 (c) (7) of the Internal Revenue Code of 1954. 

l225-638' — 6G — 11 
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A veterans' organization which is exempt under section 501(c) (4) 
of the Code estab)ished a wholly owned not-for-profiit subsidiary. The 
subsidiary's purpose is to hold title to a building. and to maintain and 
operate the veterans' organization's social facilities located in the 
building. Members of the veterans' organization automatically be 
come members of the subsidiary, and a percentage of the membership 
dues is paid over to the subsidia. ry. The subsidiary's charter provides 
that, in the event of its dissolution its assets are to be distributed to 
the veterans' organization. 

The subsidiary's activities consist of holding title to the building 
housing the veterans' organization, maintaining the building, and op- 
erating the social facilities, including a bar, restaurant, and gameroom, 
located in the building. Only members and their bona fide guests 
are admitted to the social facilities. The subsidiary's income is from 
membership dues and receipts from the bar, restaurant, and gameroom. 
Its expenses are for operating and maintena~nce costs. 

Section 501(c) (2) of the Code provides for the exemption of cor- 
porations organized for the exclusive purpose of holding title to 
property, collecting income therefrom, and turning over the entire 
amount thereof, less expenses, to an organization which itself is exempt 
under section 501(a) of the Code. 

The subsidiary is not organized for the exclusive purpose required by 
secttion 501(c) (0) of the Code; and it operates social facilities, which 
is outside the scope of section 501(c) (2). Accordingly, it does not 
qualify for exemption under section 501(c) (0) of the Code. 

Section 501(c) (4) of the Code provides, in part, for the exemption 
of civic leagues or organizations not organized for profit but operated 
exclusively for the promotion of social welfare. An organization is 
operated exclusively for the promotion of social welfare if it is pri- 
marily engaged in promoting in some way the common good and gen- 
eral welfare of the people of the community. An organization em- 
braced within this section is one which is operated primarily for the 
purpose of bringing about civic betterments and social improvements. 
An organization is not operated primarily for the promotion of social 
welfare if its primary activity is operating a social club for the benefit, 
pleasure, or recreation of its members. See section 1. 501(c) (4) — 1 of 
the Inconie Tax Regulations. 

Unlike its parent, which engages in various activities for the common 
good and general welfare of the people of the community typical of 
a veterans' organization, such as promoting patriotism, preserving the 
memory of those who died in war, and assisting veterans in need, the 
subsidiary engages in no social welfare activities. Further, its pri- 
mary activity is operating a social club. Accordingly, it does not 
qualify for exemption under section 501(c) (4) ofthe Code. 

Section 501(c) (7) of the Code provides for the exemption of clubs 
organized and operated exclusively for pleasure, recreation, and other 
nonprofitable purposes, no part of the net earnings of which inures 
to the benefit of any private shareholder. 

An organization ivhich engages in club activities and provides a 
meeting place for the inembers of its parent, may qualify under section 
501(c) (7) of the Code. See Revenue Ruling 56 — 805, C. B. 1956 — 2, 807. 
Accordingly, it is held that, the subsidiary is exempt under section 
501(c) (7) of the Code. 
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An organization which considers itself within the scope of this Rev- 
enue Ruling must, in order to establish exemption under section 501 
(c) (7) of the Code, file an application on Form 1025, Exemption Ap- 
plication, with the District, Director of Internal Revenue for the in- 
ternal revenue district in which is located the principal place of busi- 
ness or principal OSce of the organization. See section 1. 501(a) — 1 of 
the regulations. 

AVhether an organization engaged in activities relating to horti- 
culture qualifies as a social club. See Rev. Rul. 66 — 170, page 130. 

PART II. — TAXATION OF BUSINESS INCOME OF CERTAIN EXEMPT ORGANIZATIONS 

SECTION 511. — IMPOSITION OF TAX ON UNRELATED 
BUSINESS INCOME OF CHARITABLE, ETC. , OROANI- 
ZATIONS 

26 CFR 1. 511-1: Imposition and rates of tax. Rev. Rul. 66 — 47 
(Also Sections 501, 512, 513; 1. 501(c) (8) — 1, 

1. 512(b) — 1) 1. 518 — 1. ) 
An organization, which is exempt from Federal income tax under 

section 501(c) (8l of the Internal Revenue Code of 1954, regularly 
sells "call" options on certain securities held in its investment 
portfolio. field, the organization is engaged in an unrelated trade 
or business as defined in section 518 of the Code, and income 
realized by the organization from unexercised "call" options is 
subject to the unrelated business income tax imposed by section 
511 of the Code. 

Advice has been requested whether incotne realized by an organiza- 
tion exempt from Federal income tax under section 501(c) (8) of the 
Internal Revenue Code of 1054 from unexercised "call" contracts 
(options) is subject to the unrelated business income tax imposed by 
section 511 of the Code. 

A "call" option, as referred to herein, is a transferable, bearer con- 
tract issued to a buyer (optionee) by an organization (issuer or 
optioner) for a cash payment (premiutn) upon delivery of the con- 
tract. The contract gives the buyer the right, at, his option, to buy 
from the organization a, certain number of shares of a specific stock 
at a fixed price on or before a stipulated date. Such option contracts 
terminate upon expiration of the stipulated date if they are not 
exercised. 

The organization does not purchase stock for the purpose of issuing 
"call" options, but OBers "calls" only on selected stocks held in its 
portfolio. "Call" options are regularly issued by the organization 
from its large and varied portfolio of stocks. 

Section 511 of the Code imposes a tax on the unrelated business 
taxable income of organizations otheravise exempt from tax under 
section 501(c) (3) of the Code. The term "unrelated business tax- 
able income" is defined in section 512 of the Code, with certain excep- 
tions adclitions, and limitations, as the gross income derived by an 
org~nization from an unrelated trade or business regulaI ly carried on 
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by it, , less allowable deductions directly connected with conducting 
such trade or business. Section 518 of the Code defines the term 
"unrelated trade or business, " as any trade or business the conduct 
of which is not substantially related (aside from the need of such 
organization for income or funds or the use it makes of the profits 
derived) to the exercise or performance by such organization. of its 
charitable, educational, or other purpose or function forming the basis 
for its exemption uncler section 501 of the Code. 

The organization contends that the selling of "call" options is a 
part of the management of its investments, and that this activity does 
not meet the definition of an "unrelated trade or business, " within the 
meaning of section 513 of the Code. Eugene 1ti @glans v. Commissioner, 
312 U. S. 212 (1941), Ct. D. 1486, C. B. 1941 — 1, 339. It also relies on 
Senate Report No. 2875, Eighty-first Congress, C, B. 1950 — 2, 483, at 
506, relating to the Revenue Act of 1950, which states, in part, that 
dividends, interest, royalties, most rents, capital gains and losses, and 
similar items are excluded from the base of the tax on unrelated income 
because the Committee believed that they were "passive" in character. 

Section 512(b) of the Code excludes from the base of the tax on 
unrelated income, all capital gains, as well as certain other items of 
income. However, the fact that income from certain sources and 
activities is excluded from the computation of "unrelated business tax- 
able income" under the provisions of section 512(b) of the Code is 
not deterniinative of whether an organization is engaged in an unre- 
lated trade or business. 

Two tests must be met by an organization before an activity is con- 
sidered an "unrelated trade or business" for the purpose of the tax on 
unrelated business-income: (1) The activity must be regularly carried 
on with sufhcient consistency to indicate a continuing purpose of the 
organization to derive income from such activity, and (2) the activity 
must, be unrelated to the exempt function or purpose of the organiza- 
tion. See section 1. 513 — 1(a) of the Income Tax Regulations. 

The selling of "call" options by an organization is a separate activity 
from the management of its portfolio of securities. An organization 
can realize income from the sale of a "call" or "put" option without 
selling the underlying security. 

Revenue Ruling 58 — 234, C. B. 1958 — 1, 279, provides that if a "put" or 
"call" (issued singly) is exercised, the premium is allocated as an 
adjustment to the price or cost of the underlying stock which is the 
subject of the option, so that capital gain may result. Where, how- 
ever, a "put" or "call" issued singly expires without having been exer- 
cised, the premium received by the issuer or the writer is ordinary 
income. Although Revenue Ruling 58 — 234 is not determinative of 
whether the activity of writing "call'"' options constitutes an unrelated 
trade or business as defined in section 513 of the Code, it recognizes 
that income from the sale of a capital asset is difierent from income 
realized by the seller of an option contract which expires without 
being exercised. 

Revenue Ruling 63 — 183, C. B. 1963 — 2, 285, holds that an open end 
investment company whicli received more than 10 percent of its gross 
income from expired, unexercised "put" and "call" options does not 
qualify as a regulated investment company because of its inability to 
meet, the limitations prescribed in section 851(b) (2) of the Code. 



Sect!on 851 (b) (2) of the Code includes as eligible income "gains 
frond the sale or other disposition of stock or securities. " That Reve- 
nue Ruling states in part: 

However, when the optionee permits the "put" or "call" to expire without 
exercise, the premium the writer has received for writing the option is not 
associated with, and has no relevance in, fixing the amount of gain from the 
disposition of any particular stock or securities. i%or can the premium be viewed 
as gain fro&n the aoie or other disi&osition of the option, itself. [™phasis added. ] 

Since the organization regularly engages in selling "call" options 
from which it realizes some part of its income, it is engaging in an 
unrelatecl trade or business within the meaning of section 513~of the 
Code. Therefore, income realized by the organization from unexer- 
cised "call" options is income from an unrelated trade or business, 
which is subject to the unrelated business income tax imposed by 
section 511 of the Code in the taxable year in which the failure to 
exercise the option becomes final. It is immaterial that income re- 
ceived by the organization from the sale of securities resulting from 
exercised options is excluded from the base of the unrelated business 
income by section 512(b) of the Code. 

Income realized by a busi»es, league from the management of health 
and welfare plans for a fee. See Rev. Rul. 66 — 151, page 152. 

SECTION 512. — UNRELATED BUSINESS TAXABLE 
INCOME 

26 CFR 1. 512 (b) — 1: Exceptions, additions, Rev. Rul. 66 — 106 
and limitations. 

Amounts distributed by a real estate investment trust, within the 
meaning of section 856 of the Internal Revenue Code of 105&4, to an 
exempt employees' pension trust do not constitute unrelated busi- 
ness taxable income where the distributions were made out of the 
earnings and profits of the real estate investment trust and hence 
were dividends. 

A. dvice has been requested whether amounts distributed by a real 
estate investment trust to an exempt employees' pension trust consti- 
tute unrelated business taxable income. 

An exempt employees' pension trust invested some of its funds in 
shares of beneficial interest in a real estate investment trust, which 
qualified as such under sectio» 856 of the Internal Revenue Code of 
1954. Distributions, based upon these shares, were made to the pen- 
sion trust by the real estate investment trust. 

The investment here involved does not dif[er in any material way 
from investments in shares of stock of an incorporated enterprise. 
See in that regard section 1. 85&6 — 1(e) of the Income Tax Regulations, 
which makes it clear that other provisions of the subchapter dealing 
with real estate investment trusts, and particularly the provisions of 
subchapter C pertai»ing to corporate distributions, are applicable 
with respect to both real estate investment trusts and their share- 
holders in the same ma»»er that, they would apply to any other 
unjncolporated trust ~ hich. would be taxable as a domestic corporation. 
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The distributions by the real estate investment trust were made 
out of its earnings and profits, and hence were dividends as defined 
in section 316 of the Code. They could not represent income to the 
pension trust from an unrelated trade or business since section 519(b) 
of the Code specifically provides that all dividends are to be excluded 
in computing unrelated business taxable income. 

Accordingly, it is held that amounts distributed by a qualified 
real estate investment trust to an exempt employees' pension trust, 
as the hoMer of shares of beneficial interest, do not constitute unrelated 
business taxable income. 

Income realized by an exempt organization as a result of unexer- 
cised options sold on part of its stock. See Rev. Rul. 66 — 47, page 149. 

Income realized by a business league from the management of health 
and welfare plans for a fee. See Rev. Rul. 66 — 151, below. 

SECTION 513. — ITNRELATED TRADE OR BUSINESS 
96 CFR 1. 513 — 1: Definition of' unrelated trade 

or busineas. 
(Also Sections 511, 51o; 1. 511 — 1, 1. 519(b) — 1. ) 

Rev. Rul. 66 — 151 

The management of health and welfare plans for a fee by a busi- 
ness league exempt under section 501(c) (6) of the Internal Revenue 
Code of 1%4 is an unrelated business within the meaning of section 
513 of the Code. 

Advice has been requested whether the management of health and 
welfare plans for a fee by a business league exempt under section 
501(c) (6) of the Internal Revenue Code of 1954 is an unrelated busi- 
ness within the meaning of section 513 of the Code. 

The organization is composed of firms in a particular industry. Its 
purpose and principal activity is to represent such firms in all matters 
pertaining to their relations with labor and labor unions. The organi- 
zation also regularly manages health and welfare plans for its mem- 
bers. It receives a fixed fee for each employee covered by a plan. 
Significant amounts of its income and expenses are attributable to the 
management of these plans. 

Section 513 of the Code defines the term "unrelated trade or busi- 
ness" as any trade or business the conduct of which is not substantially 
related (aside from the need of such organization for income of funds 
or the use it makes of the profits derived) to the exercise or perform- 
ance by such organization of its exempt functions. 

The management of health and welfare plans under the circum- 
stances described, including the performance of the services connected 
therewith, constitutes a, business not substantially related to the func- 
tions forming the basis for the exemption of the organization. 

Accordingly, the management of the health and welfare plans by the 
organization constitutes the conduct of an unrelated trade or business 
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within the meaning of section 513 of the Code, and the organiza(. io» 
is subject to the tax imposed by section 511 of the Code, as computed 
under section 519, on the income from such activity. 

The selling of "call" options on part of its stock, on a regular basis, 
by an exempt organization. See Rev. Rul. 66-4'(, page 149. 

SECTION 514. — BUSINESS LEASES 
96 CFR 1. 514(c) — 1: Business lease indebtedness. Rev. Rul. 66 — 10'Y 

4 mortgage or other similar lieu on real property acquired by a 
charitable organization in a liquidating distribution from a corpo- 
ration is "business lease indebtedness" within the meaning of section 
514(c) of the Internal Revenue Code of 1954. 

Advice has been requested whether mortgages on real property 
under the circumstances described below represent business lease 
indebtedness as defined in section 514 (c) of the Internal Revenue Code 
of 1954. 

A charitable organization, exempt from Federal income tax under 
section 501(c) (3) of the Code after June 30, 1950, acquired all the 
capital stock of a corporation. The assets of the corporation consisted 
of several parcels of real estate, each subject to a mortgage and a 
99-year lease. The corporation was subsequently dissolved, and all 
of its assets, subject to the leases and indebtedness, were distributed 
in a liquidating distribution to the charitable orgaiiization. 

A charitable organization exempt under section 501(c) (3) of the 
Code is subject to the unrelated business income tax imposed by section 
511 of the Code on income received from business leases. See sections 
519(b) (4), 514(a) (1), and 514(a) (o) of the Code. The term "busi- 
ness lease" is defined in section 514(b) of the Code as a lease of real 
property for a term of snore than 5 years if at the close of the lessor's 
taxable year there is a business lease indebtedness, as defined in section 
514(c) of tlie Code with respect to such property. 

Section 514(c) of the Code provides, in part: 
(2) Property Acq»i»cd SNbjcot to 3fortgagc, etc. Where property is acquired 

subject to a mortgage or other similar lien, the amount of the indebtedness 
secured by such mortgage or lien shall be considered (~vhcther tlute acquisitio» 
was bg gift, devise, or pmrchase) as an indebtedness of the lessor incurred in 
acquiring such property even though the lessor did not agree to pay such indebted- 
ness, except that where real property was acquired by gift, bequest, or devise 
before duly 1, 1950, subject to a mortgage or other similar lien, the amount of 
such mortgage or other similar lien shall not be considered as indebtedness of 
the lessor incurred in acquiring such property. [Emphasis added. ] 

The specific question presented is whether property received by an 
exempt organization in a corporate liquidating distribution is 
"acquired" within the nieaning of section 514(c) of the Code. 

The term "acquired" as used in section 514(c) (9) of the Code applies 
to all acquisitions of real property subject to a mortgage or similar 
lien, regardless of the method of acquisition. The parenthetical clause, 
"whether the acquisition was by gift, devise, or purchase, " is illustra, — 
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tive only and is not intended to limit the term "acquired. " Further 
more, the term "purchase, " as it is used in section 514(c) of the Code, 
is broad enough to include the receipt of property by a shareholder in 
a corporate liquidating distribution. 

For -these reasons property received in a corporate liquidating 
distribution is "acquired" within the meaning of section 514(c) of 
the Code. Accordingly, based on the facts in this case, the mortgages 
on the property acquired by the organization represent business lease 
indebtedness. 

PART III. — FARMERS' COOPERATIVES 

SECTION 5oi. — EXEMPTION OF FARMERS' COOPERA- 
TIVES FROM TAX 

26 CFR 1. M1 — 1; Farmers' cooperative market- 
ing and purchasing associations; require- 
ments for exemption under section Ml. 

Rev. Rul. 66 — 108 

A farmers' cooperative association whose only activities consist 
of caring for and maintaining its patrons' orchards and harvest- 
ing their crops, does not qualify for exemption as an association 
described in section 521 of the Internal Revenue Code of 1M4. 

Advice has been requested whether a farmers' cooperative associa- 
tion organized and operated solely to maintain and care for its patrons' 
orchards and to harvest their crops quali6es for exemption from Fed- 
eral income tax under section 591 of. the Internal Revenue Code of 
1954. 

Section M1(b) (1) of the Code describes farmers' cooperative asso- 
ciations which qualify for exemption as follows: 

The farmers' cooperatives exempt from taxation to the extent provided in 
subsection (a) are farmers', fruit growers', or like associations organized and 
operated on a cooperative basis (A) for the purpose of marketing the products 
of members or other producers, and turning back to them the proceeds of 
sales, less the necessary marketing expenses, on the basis of either the quantity 
or the value of the products furnished by them, or (B) for the purpose of pur- 
chasing supplies and equipment for the use of members or other persons, and 
turning over such supplies and equipment to them at actual cost, plus necessary 
expenses. 

Section 1. 5ol — 1(b) of the Income Tax Regulations provides that 
the term "supplies and equipment" as used in section 521 of the Code 
"includes groceries and all other goods and merchandise used by 
farmers in the operation and maintenance of a farm or farmer' s 
household, " 

The term "marketing" as used in section 591(b) (1) of the Code 
includes the sale of farm products by a farmers' cooperative for its 
patrons and other activities necessary in the sale of such products, such 
as processing, packing, shipping, etc. Grove caretaking and harvest- 
ing are farming activities, but they do not involve the sale or the 
processing for sale of agricultural products. Therefore, they do not 
constitute "marketing" as that term is used in section 591 of the Code. 
Moreover, grove caretaking and harvesting do not constitute the 
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purchase of supplies and equipment. See Dr. P. P7uVHp8 Coopera- 
te'pe v. gomez'88ioner, 17 T. C. 1009 (1951) at 1009 — 1010. 

Accordingly, as the instant organization does not engage in a market- 
ing or a purchasing activity as required by section Ml of the Code, 
it does not qualify for exemption as a farmers' cooperative association. 

Rev. Rul. 66 — 15' 
Section 1882 of the Internal Revenue Code of 1954 provides that 

a farmers' cooperative association exempt under section 521 of the 
Code may exclude or deduct patronage dividends and nonpatronage 
distributions which are paid in qualified written notices of allocation 
defined by section 1388(c) of the Code, provided that at least 90 
percent of the payinent, is made in money or qualified clieck as required 
by section 1888(c). To reduce record keeping involved in complying 
with the 20-percent requirement where small amounts are due to 
patrons, a cooperative niakes full payment in money or qualified check 
to those patrons who are entitled to patronage dividends or nonpatron- 
age distributions amountin« to $10 or less. Patrons who are entitled 
to more than $10 receive $10 or PO percent of the amount to which 
they are entitled, whichever is greater. Held: Such distributions will 
not adversely aHect the cooperative's exemption under section 591 of 
the Code. 

SUBCHAPTER H. — BANXING INSTITUTIONS 

PART II. — MUTUAL SAVINGS BANKS, ETC. 

SECTION 593. — RESERVES FOR LOSSES ON LOANS 

96 CFR 1. 593 — 7: Establishment and treatment Rev. Rul. 66 — 82 
of reserves for bad debts. 

The permanent nonwithdrawable capital stock account of a domes- 
tic building and loan association is not a reserve or similar account 
within the meaning of section 1. 599 — I (a) of the Income Tax Regu- 
lations. Current earnings credited to such account, by way of stock 
dividends or otherwise, are not credited to a reserve for bad debts, 
and, therefore, are not deductible from gross income for Federal 
income tax purposes. 

Advice has been requested whether current ea. rnings credited to the 
"permanent reserve fund nonwithdrawable stock" (permanent non- 
withdra~able capital stock account) of the taxpayer represents an 

addition to a reserve for bad debts within the meaning of section 593 
of the Internal Revenue Code of 1954. 

The taxpayer, a domestic building and loan association within the 
meaning of section 7701(a) (19) of the Code, has permanent nonwith- 
drawable capital stock represented by sliares. During the taxable 
year the taxpayer paid a stock dividend on the permanent nonwith- 

drawable capital stock, ~vhich was charged, in part, against the current 
earnings account. Follov-ing the issuance of the stock dividend, the 
periiianent nonwithdrawable capital stock account exceeded the amount 

actually paid in for stocl- in prior years. 
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Section 593 of the Cotle provides, in general, that a mutual savings 
bank not having capital stock represented by shares, a domestic build- 
ing and loan association, and a cooperative bank without capital stock 
organized and operated for mutual purposes ancl without profit inay, 
as an alternative to a deduction from gross income under section 166 (a) 
of the Code for specific debts which become worthless in whole or in 
part, deduct amounts credited to a reserve for bad debts. 

Section 1. 593 — 7(a) of the Income Tax Regulations relates to the 
establishment, and treatment of reserves for bad debts, and, in part, 
provides: 

(2) Accounting for reseroes. 
(i) 
(ii) * ~ * Minimum amounts credited in compliance with * * * [any] 

Federal or State statutes, regulations, or supervisory orders to reserve or 
similar accounts, or additional amounts credited to such reserve or similar 
accounts and permissive under such statutes, regulations, or orders, against 
which charges may be made for the purpose of absorbing losses sustained 
by the taxpayer, may also be credited to the reserve for losses on nonqualify- 
ing loans or the reserve for losses on qualifying real property loans * ~ * 

The words "reserve or similar accounts, " as used in section 1. 593 — 7 
(a) (2) (ii) of the regulations, relate only to reserve accounts main- 
tained on the books of account of the taxpayer for the purpose of 
absorbing losses. The permanent nonwithdrawable capital stock ac- 
count of the taxpayer is not one of its "reserve or similar accounts, " 
even though amounts appearing therein in excess of the paid-in 
amount of such stock represent a part of "surplus, undivided profits, 
and reserves. " All of the taxpayer's surplus, undivided profits, and 
reserves, as well as its capital, are at the risk of the taxpayer's busi- 
ness, but it does not follow that the total amount thereof has been 
credited to a reserve for bad debts within the scope of section 593 
of the Code. 

Accordingly, the permanent nonwithdraivable capital stock account 
of the taxpayer is not a reserve or similar account within the mean- 
ing of section 1. 593 — 7(a) of the regulations. Current earnings 
credited to such account, by way of stock dividends or otherwise, are 
not credited to a reserve for bad debts, and therefore, are not deducti- 
ble from gross income for Federal income tax purposes. 

SUBCHAPTER L — NATURAL RESOURCES 
PART I. — DEDECTIONS 

SECTION 611. — ALLOWANCE OF DEDUCTION FOR 
DEPLETION 

26 CFR 1. 611 — 2: Rules applicable to mines, oil 
and gas wells, and other natural deposits. 

Method for computing cost depletion deductions by taxpayers in the 
Southern High Plains of Texas and New Mexico who extract ground 
water from the Ogallala formation for irrigation purposes. See Rev. 
Proc. 66 — 11, page 624. 
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26 CFR 1. 6113: Rules applicable to timber. 
Capital expenditures incurred in planting Christmas trees recover- 

able through depletion allou ance. See Rev. Rul. 66 — 18, page 59. 

SECTION 613. — PERCENTA. GE DEPLETION 
26 CFR 1. 613 — 2: Percentage depletion rates. Rev. Rul. 66 — 24 
(Also Part II Sections 23(m), 114; Regula- 

tions 118, Sections 39. 23(m) — 5, 39, 114 — 1. ) 
Clay used, or sold for use, by a mineowner or operator, as one of 

the constituents of the kiln feed in the manufacture of cement is not 
regarded as "brick and tile clay. " Under the Internal Revenue Code 
of 1939, percentage depletion is not allowable for such clay unless it 
is of a variety for which depletion is otherwise specifically provided 
by that Code. 

Under the Internal Revenue Code of 1954, clay used, or sold for 
use, by a mineowner or operator, as one of the constituents of the 
kiln feed in the manufacture of cement falls within the category of 
"all other minerals" and is subject to a depletion rate of 15 percent 
as provided by section 618(b) (6) of that Code. 

Advice has been requested with respect to the percentage depletion 
rate applicable to clay used, or sold for use, by a mineowner or opera- 
tor, as one of the constituents of the kiln feed in the manufacture of 
cement for taxable years to which the Internal Revenue Code of 1939 
applies and also for taxable years to which the Internal Revenue Code 
of 1954 applies. 

Under section 114(b) (4) (i) of the 1939 Code, efFective for years 
subsequent to 1950, as well as under section 613(b) (5) of the 1954 
Code as first enacted and applicable through 1960, a depletion deduc- 
tion of 5 percent, was allowable for "brick a~nd tile clay. " The statute 
did not define "brick and tile clay. " 

Ho~ever, by section 29. 23(m) — 5 of Regulations 111, by section 
39. 23(m) — 5 of Regulations 118, pertaining to the 1939 Code, and by 
section 1. 613 — 2(b) (1) (i) of the Income Tax Regulations, pertaining 
to the 1954 Code, applicable to years prior to 1961, "brick and tile 
clay" is defined as clay used. or sold for use in the manufacture of com- 
mon brick, drain and roofing tile, sewer pipe, flower pots, and kindred 
products (other than clay specifically identified as clay for which a 
15-percent rate of percentage allowance is provided). 

Clay used, or sold for use, in the manufacture of cement is manifestly 
not clay used, or sold for use, in the manufacture of brick, drainage 
and roofing tile, sewer pipe, or fiower pots. Therefore, under the ap- 
plicable law and regulations, clay used, or sold for use, in making 
cement cannot be properly treated as entitled or subject to a 5-percent 
deduction for depletion as "brick and tile clay. " Thus under the 1939 
Code, if a particular clay does not qualify as a refractory clay, ball 
clay, china clay, etc. , and is not used in making common brick and tile 
products, it is not entitled to percentage depletion. 

Under the 1954 Code three paragraphs of section 613(b) deal with 
clay of specified kinds and clay used for specified purposes. As sec- 
tion 613(b) was originally enacted, section 613(b) (3) provided a 
15-percent depletion rate for ball clay, bentonite, china clay, and 
sagger clay. Section 613(b) (5) (A. ) provided a 5-percent rate for 
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"brick and tile clay. " Section 618(b) (6) provided a 15-percent rate 
for "all other minerals", including refractory and fire clay. The latter 
provision was subject to two exceptions: (1) The percentage allowed 
for "all other minerals" was limitetl to 5 percent (except under spec- 
ified circumstances) for minerals used or sold for use as rip rap, 
ballast, road material, i ubble, concrete aggregates, or for similar pur- 
poses; and (2) it was provided in the last sentence of paragraph (6) 
that the term "all other minerals" as used in that. paragraph does not 
include soil, sod, dirt, turf, water~ oi mosses, or minerals from sea 
water, the air, or similar inexhaustible sources. 

Section 302(a) of Public Law 86 — 564, C. B. 1960-9, 681, at 683. 
amended section 618(b) of the 1954 Code by dealing with refractor 
and fire clay in section 613(b) (8) (B), allowing the 15-percent rate to 
clay used or sold for use for purposes dependent on its refractory 
properties if paragraph (5) (B) of section 613(b), as amended, does 
not apply. The amendment of paragraph (5) dealt with "brick and 
tile clay" in a new subparagraph (B), which allows the 5-percent rate 
for clay used or sold for use in the manufacture of building or paving 
brick, drainage and roofing tile, sewer pipe, Rower pots, and kindred 
products. Finally, paragraph (6) was amended to delete refractory 
and fire clay from tihe "all other minerals" category, such clay having 
been dealt with in the amended section 618(b) (3) (B). 

It will be noted that both in its original form and as amended by 
Public Law 86 — 564, section 613 (b) does not specifically provide a deple- 
tion rate for clay used in the manufacture of cement. Nevertheless, 
such clay falls ivithin the term "all other minerals" for which the 15- 
percent rate is provided by section 613 (b) (6) if it does not fall within 
either of the two exceptions referred to above. Such clay when used 
or sold for use as one of the constituents of the kiln feed in the manu- 
facture of cement is used because it contributes to the setting qualities 
of the cement when mixed with water and does not fall within either 
of those exceptions. Such clay is therefore considered to be entitled 
to the 15-percent depletion rate provided by section 613(b) (6). 

Accordingly, clay usecl, or sold for use, by a mineowner or operator, 
as one of the constituents of the kiln feed in the manufacture of cement 
is not to be regarded as "brick and tile clay. " For taxable years to 
which the 1939 Code is applicable, percentage depletion is not allow- 
able for such clay unless it is a variety for which depletion is otherwise 
specifically provided for by that Code. 

For taxable years to which the 1954 Code is applicable, clay used, 
or sold for use, by a mineowner or operator, as one of the constituents 
of the kiln fee&1 in the manufacture of cement falls within the category 
of "all other minerals" and is subject to a depletion rate of 15 percent 
as provided by section 613(b) (6) of that Code. 

Rev. Rul. 66 — 51 

4 15-percent depletion rate is allowable under section 613 of the 
Internal Revenue Code of 1954 for quartz sand and quartz pebbles 
used or sold by the inineowner or operator for use for sand blasting, 
filtration, or for foundry purposes. 

Advice has been requested whether the 5-percent or the 15-percent 
depletion rate is allowable under section 613 of the Internal Revenue 
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Co«of 1954 for quartz sand and quartz pebbles used or sold by the 
mineowner or operator for use for sand blasting, filtration, or for 
f oundry purposes. 

Section 616(a) of the Code provides that for the mines and other 
natural deposits named in section 613(b), the allowance for depletion 
under section 611 shall be a percentage (specified in section 618(b) of 
the Code) of the "gross income from the property" excluding rents and 
royalties paid by the taxpayer in respect to the property. 

Quartz sand and quartz pebbles are listed in section 1. 618 — 2(b) (4) 
of the Income Tax Regulations as examples of "all other minerals". 
Section 1. 618 — B(b) (4) of the regulations provides a 15-percent rate 
for "all other minerals" (all minerals not specifically named under 
one of the other rate provisions for percentage depletion) unless the 
mineral is used or sold for use as rip rap, ballast, road material, rubble, 
concrete aggregates, or for similar purposes. If such mineral ("all 
other minerals" ) is, however, used for rip rap, ballast, road material, 
rubble, concrete aggregates, or for similar purposes, the 5-percent rate 
is applicable unless the mineral is sold by the mineowner or operator 
on a bid in d. irect competition with a bona fide bid to sell a mineral 
listed under section 613 (b) (8) of the Code (in which case, the 15-per- 
cent rate applies) . 

Quartz sand and quartz pebbles are not used as rip rap, ballast, road 
material, rubble, concrete aggregates, or for similar purposes, when 
used for sand blasting, filtration, or for foundry purposes. 

Accordingly, a 15-percent depletion rate is allowable under section 
618 of the Code for quartz sand and quartz pebbles used or sold by 
the mineowner or operator for use for sand blasting, filtration, or for 
foundry purposes. 

SECTION 616. — DEVELOPMENT EXPENDITURES 
o6 CFR 1. 616 — 1: Development expenditures. Rev. Ru1. 66-170 

Costs incurred by a quarry operator to reimburse a povver com- 
pany for the relocation of power transmission facilities located on a 
right-of-way through the quarry property are additional capital 
expenditures for the acquisition of full rights to the mineral 
property and are not "development expenditures" under section 
616 of the Internal Revenue Code of 1954. 

Advice has been requested whether the costs incurred by a quarry 
operator to reimburse a power company for the relocation of trans- 
mission facilities located on a right-of-way through the quarry prop- 
erty. are a "development expenditure" under section 616 of the Internal 
Revenue Code of 19o4. 

The taxpayer, a quarry operator, purchased the mineral lands sub- 

ject to an easement in perpetuity and right-of-way previously granted 
to the power company. The taxpayer owns the mineral rights within 
the right-of-way but is preve'nted from extracting all of the minerals 
because he will be liable for. any damages to the transmission facilities 
caused by or resulting from the removal of the mineral under the 
right-of-way. The quarry has been in the production stage for several 

years. 
result of normal operations over the years the quarry has 

rogressed to the right-of-way and the normal plan of quarrying wiH 
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be interrupted unless the mineral can be quarried from the right-of- 
way. In order to continue the operations, the taxpayer has entered 
into an agreement, ivith the power company under which he will grant 
to such coriipany a, new right-of-way and reimburse it for the costs of 
relocating the transmission facilities. 

Under section 616(a) of the Code a deduction is allowable for all 
expenclitures (other than for depreciable property) paid or incurred 
during the taxable year for the dei elopment of a mine or other natural 
deposit (other than «» oil or gas well) after the existence of ore or 
minerals in commercial quantities has been disclosed. Under section 
616(b) of the Code, such expenditures may be treated as deferrecl 
expenses at, the election of the taxpayer. The expenditures described 
in section 616 of the Code are those resulting directly from the mining 
process or activity of making the ore or mineral in place accessible 
for production operations through the removal of material, by the 
driving of shafts, tunnels, galleries, and similar processes or activities. 
Expenditures for the acquisition of new rights to enable the taxpayer 
to extract, the mineral are not within the purview of that section. 

YVhen acquired by the taxpayer, the land containing the mineral 
deposit here involved was subject to an easement held by the power 
company. This impecliment to full use of the area by the taxpayer 
required him to incur additional costs before he possessed an unlimited 
right to use the land for purposes of extracting the minerals therefrom. 

The expenditures ma, de by the taxpayer in connection with the new 
easement were incurred for the purpose of obtaining an unlimited right 
to extract the mineral in lieu of the right burdened by the contingent 
threat of liability for damages which was previously held. Expendi- 
tures of this character, whether paicl or incurred at the time of the 
original transaction or at a later date, are a part of the capital cost of 
acquiring the property involved with unlimited right to extract the 
mineral. 

Accordingly, expenditures incurred by the taxpayer to reimburse 
the power company for relocation of its power transmission facilities 
located on the right-of-way through the quarry property are capital 
expenditures made to acquire full rights to the mineral deposit, re- 
coverable through depletion, and are not development expenditures 
subject to section 616 of the Code. 

PART HI. — sALKs ANB EXCHANGES 

SECTION 681. — GAIN OR I OSS IN THE CASE OF TIMBER, 
COAL, OR DOMESTIC IRON ORE 

o6 CFR 1. 681 — 1: Election to consider cutting 
as sale or exchange. 

Rev. Rul. 66 — 6 

A taxpayer who acquired timber on December 31, 1962, and still 
owned it at the beginning of his taxable year which began July 1, 
1963, has owned such timber for a period of more than six months 
before the beginning of such taxabie vear for purposes of section 631 
(a) of the Internal Revenue Code of 1954. 

I. T. 3237, C. II. 1939 — I. (part 1), 133 and I. T. 3985, C. B. 1949 — 2, 51, 
amplified. 
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Advice has been requested ~ hether a taxpayer who acquired tiinber 
on December 31, 1962, and still owned it at the beginning of his taxable 
year which began July 1, 1963, has owned such timber for a period of 
more than six months before the beginning of such taxable year within 
the meaningof section 631(a) of the Internal Revenue Code of 1954. 

Section 631 (a, ) of the Code provides, in pertinent part, that a tax- 
payer may elect to treat the cutting of timber for sale or use in his trade 
or business as a sale or exchange of timber cut during the year, provid- 
ing the taxpayer has owned, or has had a contract right to cut, such 
timber for a period of more than six months before the beginning of 
such year. 

)Vhen a prescribed period of months is before a designated day, 
date, act, or other event, it is properly computed, in the absence (as 
here) of a definitely evidenced diferent intent, by excluding the day so 
designated and computing the period backward to, and including the 
day designated as its beginning. See Dutcher v. S'right, 04 U. S. 553 
(1876); In re lVarner, 144 Fed. 987 (1906); In re Hamilton (Poetel v. 
Broadway Truet Co. ), 29 Fed. (2d) 281 (1928); and In re Glenn, 2 
Fed. Supp. 579, at 594 (1032), all involving the proper computation of 
the statutory period of four months before the filing of a, petition in 
bankruptcy. Thus, the general rule is the reverse of that stated in I. T. 
3287, C. B. 1030 — 1 (Part 1), 138. Similarly, the "less one" rule of I. T. 
3985, C. B. 1940 — 2, 51, becomes a "plus one" rule where the period to be 
computed is before a~ designated event. 

For example, the first day of a period six months before June 16, 
1963, ~ ould be December 16, 1962, determined by excluding June 16, 
and computing backward from June 15 to the corresponding date of 
tlie appropriate preceding month, i. e. December 15, plus one day, to 
December 16, 1962. Consequently, for timber to have been held more 
than six months before June 16, 1063, it must have been acquired before 
December 16, 1962. 

Moreover, when the date before which something must have occurred 
is the first day of a month, the date which begins the period is deter- 
mined by going backward to the last day of the appropriate preceding 
month, plus one. 

Furthermore, v-lien the appropriate preceding month has no date 
corresponding to the date before which something must have occurred, 
the date beginning the period will be the last day of the appropriate 
preceding month. For example, five months before July 31, ~ould be 
February 28 or in a leap year, February 29. 

Accordingly, in the instant case, the timber acquired by the taxpayer 
on December 31, 1962, and still o~ed by him at the beginning of his 
taxable year which began July 1, 1963, has been owned for a period of 
more than six months before the beginning of such taxable year since 
the first day of a, period six months before July 1, 1963, is January 1, 
1963, and December 31, 1962, is, therefore, more than six months before 
July 1, 1063. 

lVhen the date before which something must have occurred is the 
first day of a month, the date which begins a period of months before 
such other date will be the first day of the appropriate preceding 
month' Also, when the appropriate preceding month has no date 
correspoilding to the date before which something must have occurred, 



the date beginning the period will be the last day of the appropriate 
preceding month. 

I. T. 3287, C. B. 1939 — 1 (Part 1), 138 and I. T. 3985, C. B. 1949 — 2, 51, 
are hereby amplified to rellect the reverse chronological computation 
of the general rules described therein in order to compute (as in this 
case) a~prescribed period of months before a designated event. 

SUBCHAPTER J. — ESTATES, TRUSTS, BENEFICIARIES, AND 
DECEDENTS 

PART I. — ESTATES, TRUSTS, AND BENEFICIARIES 

Subpart E. — Granters and Others Treated as Substantial Owners 

SECTION 671, — TRUST INCOME, DEDUCTIONS, AND CRED- 
ITS ATTRIBUTABLE TO GRANTORS AND OTHERS AS 
SUBSTANTIAL OWNERS 

Rev. Rul. 66-159 26 CFR 1. 671 — 2: Applicable principles. 
(A. iso Sections 676, 1034; 1. 676 (a) — 1, 1. 1034 — 1. ) 

Gain will not be recognized to a trust, or to the grantor upon a 
sale by the trust of property used by the grantor as his principal 
residence, if such grantor is considered as the owner of the trust, 
and the trust acquires new property, which is used by the grantor 
as his principal residence, at a cost equal to or in excess of the 
selliiig price of the old residence. 

A. dvice has been requested whether the gain realized from the:sale 
by a trust of resiclential property, used by the grantor and his family 
as their principal residence, will be taxable to either the trust or 
grantor, in view of the provisions of section 1034 of the Internal 
Revenue Code of 1954. 

In 1955, an individual created a trust under the terms of which he, 
a. s grantor, reserved the right to receive 3x dollars annually from the 
income or principal of the trust property. The trust agreement, pro- 
vides that in addition to the payment of 3a dollars annually to the 
grantor, the trustee may from time to time in its discretion pay to or 
apply to the use of grantor such additional part of the next income 
and/or principal of the trust property as it deems necessary, advis- 
able or expedient for the care, comfort or support of the grantor and 
his wife and issue or for the payment of any taxes which may be 
assessecl against the grantor, grantor's wife and their issue. 

During 1960, at, tahe request of the grantor, the trustee purchased 
residential propel', title to which was taken in the name of a, nominee 
of the trustee. This property was then occupied by the grantor and 
his family until sold by the trust. The property has never been rented 
and the grantor has never paid rent to the trustee. 

In 1965 the trustee sold the property at a price subsbantially in 
excess. of its adjusted basis. Shortly thereafter the entire proceeds 
of the sale were reinvested in other property which the grantor and 
his family immediately occupied and continued to occupy, as their 
principal residence. 



Section 671 of the Code provides the general rule that, in cases 
»he&'e the grantor or another person is regarded as the owner of any 
portion of;«rust, there shall be included in computing his taxable 
income and credits those items of income, deductions, and credits 
against tax of the trust, ». hich are attributable to that portion of the 
tr~ust to the extent, tlrat such items would be taken into account in 
computing taxable income, or credits against. the tax of an individual. 

The coiiditions under which a grantor is regarded as owner of a 
portion of a, trust are set forth in sections 678 through 677, inclusive, 
of the Cocle. 

Under the general rule provided in section 676(a) of the Code, the 
grantor is treated as the o». ner of any portion of a trust where at any 
time the power to revest in the grantor title to such portion is exer- 
cisable by the grantor or a nonadv~erse party, or both. 

In this case the grantor is treated as the owner of the entire trust 
uncler section 676(a) of the Code, inasmuch as the trustee (a non- 
adverse party) holds a power whereby it may, in its sole discretion, 
pay to or apply to the use of the grantor all of the principal of 
the trust. 

Under section 1034 of the Cocle, gain is not, recognized where the 
taxpayer sells property used as his principal residence if, within a 
period beginning 1 year before the date of sale and ending one year 
after such date, the taxpayer purchases property at a price equal to 
or in excess of the selling price of the old property and uses it as his 
principal residence. 

An item of income, deduction, or credit included in computing the 
taxable income ancl credits of a grantor of a trust under section 671 
of the Code is treated, for Federal income tax purposes, as if it had 
been receivecl or paid clirectly by the grantor. See section 1. 671 — 2(c) 
of the Income Tax Regulations. 

Accordingly, the sale of the old. residence and the purchase of the 
ne» residence by the trust » ill be treated for Federal income tax pur- 
poses as if macle by the grantor. Therefore, any gain realized will 
not be taxed to either the trust or the grantor, since the new residence 
was purchasecl at a cost equal to or in excess of the selling price of 
the old residence, and the new residence was used as the grantor's 
principal residence, within one year from the date of the sale. 

26 CFR 1. 671 — 8: Attribution or inclusion of 
income, deductions, and credits against 
t, ax. 

Inclusion, in computing grantor's taxable income, of ordinary 
income attributable to that portion of a ten-year trust, title to which 
grantor may revest in himself during the term of the trust. See Rev. 
Rul. 66 — 161, page 164. 

26 CFR 1. 671-4: Method of reporting. 

Fligibility of the corporate grantor for the dividends received deduc- 

tion on dividends received from stock held in trust »here the grantor 
225-638' — 66 — 12 



may revest title to the stock in itself at any time. See Rev. Rul. 66 — 72, 
page 58. 

SECTION 672. — DEFINITIONS AND RULES 

Rev. Rul. 66-160 26 CFR 1. 672(c) — 1: Related or subordinate 
pa, rty. 

A director of a corporation is not an "employee, " as that term is 
used in section 672(c) of the Internal Revenue Code of 1954 in defin- 
ing the term "related or subordinate party, " merely because he is a 
director. 

SECTION 676. — POWER TO REVOKE 

26 CFR 1. 676(a) — 1: Power to revest title to 
portion of trust property in grantor; general 
rule. 

Eligibility of the corporate grantor for the dividends received deduc- 
tion on dividends received from stock held in trust where the grantor 
may revest title to the stock in itself at any time. See Rev. Rul. 66 — 72, 
page 58. 

Applicability of section 10M of the Code to the sale of trust prop- 
erty used by the grantor as a principal residence. See Rev. Rul. 
66 — 159, page 162. 

Income from that portion of a, ten-year trust, title to which the 
grantor may revest in himself during the term of the trust. See Rev. 
Rul. 66 — 161, below. 

SECTION 677. — INCOME FOR BENEFIT OF GRANTOR 

26 CFR 1. 677(a) — 1: Income for benefit of Rev. Rul. 66 — 161 
grantor; general rule. 

(Also Sections 671, 676; 1. 671 — '3, 1. 676 (a) — 1. ) 
Where, under the terms of a trust indenture, corpus is to revert to 

the grantor after ten years, capital gains are to be added to corpus, 
and all such gains as are i. axable to the grantor are, subject to his 
demand, payable to hira, then all capital gains plus income attribut- 
able to the portion of the trust, title to which the grantor may revest 
in himself, must be included in the computation of the grantor's 
taxable income for the taxable year in which the items of income are 
realized. 

Advice has been requested as to the taxability to the orantor of 
capital gains and other income realized by the trust describe5 below. 

The trust indenture provides that trust income is to be currently dis- 
tributed to a named beneficiary for ten years and that upon the termina- 
tion of such period, the corpus of the trust is to revert to the grantor. 
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T»e tI'ust is irrevocable and may not, be modified. The indenture fur- 
ther provides: 

All gains derived from the sale or exchange of capital assets shall be 
deemed to be corpus and any such gains as are taxable to the grantor under 
any I'ederal income tax law shall be paid to the grantor at such times and to such extent as he may request. 

Section 677(a) of the Internal Revenue Code of 19o4 provides, in 
part. , that the grantor shall be treated as the owner of any portion of a 
trust, whose in~come without the approval or consent of any adverse 

arty is, or, in the discretion of the grantor or a nonadverse party, or 
oth, may be held ol accumulated for future distribution to the grantor. 
Section 1. 677(a) — 1(f) of the Income Tax Regulations provides, in 

part, that if. income is accumulated in any taxable year for future dis- 
tribution to the grantor, section 677(a) (2) of the Code treats the 
grantor as an owner for that taxable year. Thus, if income (including 
capital gains) of a trust is to be accumulated for ten years and then will 
be, or at the discretion of the grantor may be, distributed to the grantor, 
the grantor is treated as the owner of the trust from. its inception. 

Section 676 of the Code treats the grantor of a trust as the owner of 
that portion of the trust, title to which he can revest in himself at any 
time. 

Section 1. 671 — 8(a) of the regulations provides in part, that when a 
grantor is treated under sections 671 through 678 of the Code as the 
owller of any portion of a trust, there are included in computing his tax 
liability those items of income attributable to or included in that 
portion. 

Since the terms of the trust indenture provide that capital gains 
are to be added to corpus which is to revert to the grantor, the grantor 
is treated as the owner under section 677 (a) of the Code of that portion 
of the timist to which the capital gains are attributable. 

In addition, since the accumulated capital gains lose their identity 
as capital gaills and become merged with corpus following the year of 
realization, the quoted provisions of the trust indenture, in efFect. , 
give the grantor the power to revest in himself title to a portion of the 
corpus. Therefore, the grantor is treated as owner of such portion of 
the trust under section 676 of the Code. 

Accordingly, all capital gains plus income attributable to the 
portion of the trust corpus title to which the grantor may revest in 
himself must be included in the computation of the grantor's taxable 
income for the taxable year in which the income is realized. 

SUBCHAPTER K. — PARTNERS AND PARTNERSHIPS 

PART I. — DETERMINATION OF TAX LIABILITY 

SECTION 702. — INCOME AND CREDITS OF PARTNER 

26 CFR 1. 702 — 1: Income and credits of Rev. Rul, 66 — 08 
paI'tiler. 

g and B were limited partners in a firm organized under a state 
laiv corresponding to the Uniform Limited Par~tnership Act and en- 



$ 702. ] 166 

gaged in a general brokerage business in securities. One of the gen- 
eral partners embezzled funds of the partnership causing the 
partnership to become insolvent in 1964. The partnership was placed 
m receivership and terminated during that same year. Each of the 
general partners also became insolvent during 1964 and the limited 
partners were unable to recover any part of their respective capital 
contributions to the partnership. As a, result of the embezzlement 
the partnership sustained a loss for 1964 in an amount exceeding the 
combined capital contributions of all the partners. 

&el~, the loss incurred by the partnership in 1964 is an ordinary 
loss under the provisions of section 165 (a) and (c) (1) of the Internal 
Revenue Code of 1954. Since the capital contributions of' the limited 
partners were wiped out by this loss and there was no recoupment 
from the general partners, each limited partner by virtue of the pro- 
visions of sections 701, 702, and 703 of the Code has a distributive 
share of such ordinary loss. Therefore, the limited partners should 
report, on their individual returns, their distributive shares of the 
partnership loss, as required by section 709(a) of the Code. The loss 
deductible is subject to the limitation provided in section 704(d) of 
the Code, and section 1. 704 — 1(d) of the Income Tax Regulations, 
which restricts the amount of loss allowed as a deduction to the ad- 
justed basis (before any reduction occasioned by the current 'year' s 
loss) of the partner's interest in the partnership at the end of the 
partnership taxable year in which the loss occurred. 

Whether a partner is required to take into account separately his 
distributive share of the partnership's expenditures for clearing land. 
See Rev. Rul. 66 — 141, page 56. 

SECTION 703. — PARTNERSHIP COMPUTATIONS 
o6 CFR 1. 703 — 1: Partnership computations. 

Election to deduct expenses for clearing land incurred by part- 
nership engaged in the business of farming. See Rev. Rul. 66 — 141, 
page 56. 

SECTION 704. — PARTNER'S DISTRIBUTIVE SHARE 
26 CFR 1. 704 — 1: Partner's distributive share. 

Determination of distributive share of partnership losses. See Rev. 
Rul. 66 — 94, below. 

Rev. Rul. 66 — 94 

SECTION 705. — DETERMINATION OF BASIS OF 
PARTNER'S INTEREST 

96 CFR 1. 705 — 1: Determination of basis of 
partner's interest. 

(Also Sections 704, 731; 1. 704 — 1, 1. 731 — 1. ) 
In determining the basis of a partner's interest in a partnership 

under section 705(a) of the Internal Revenue Code of 1954 for pur- 
poses of determining the distributive share of partnership losses 
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which will be allowed as a deduction to a partner, such basis is 
computed without taking into account his distributive share of 
partnership losses for its taxable year with respect to which the 
loss allowabie to the partner is being determined. 

ln determining the basis of a partner's interest in a partnership 
under section 705(a) of the Code for purposes of determining the 
gain realized by a partner upon a distribution of money to him by the partnership, such basis is computed without taking into account 
distributions made by the partnership during its current taxable 
year with respect to which the partner's gain is being determined. 

Distributions are taken into consideration before losses in com- 
puting a partner's adjusted basis for his partnership interest under 
section 705(a) of the Code. 

Advice has been requested as to the manner in which a partner should 
compute the basis of his partnership interest under section 705(a) of 
the Internal Revenue Code of 1954 for purposes of determining the 
extent to which his distributive share of partnership losses will be 
allowed as a deduction, and the extent to which gain will be realized 
by a partner upon the distribution of cash to him by the partnership. 

During the taxable year, A, a member of the partnership, con- 
tributed 50', dollars to the partnership as his initial capital contribu- 
tion, ancl received 80m dollars as a cash distribution from the 
partnership. A's distributive share of partnership losses at the end 
of its taxable year was 60m dollars. 

Section 705(a) of the Code provides, in part, that the adjusted basis 
of a partner's interest in a partnership shall be the basis of such 
interest determined under section 722 of the Code (relating to con- 
tributions to a partnership) — (1) increased by the sum of his clis- 
tributive share for the taxable year and prior taxable years of taxable 
income of the partnership, tax exempt income of the partnership, and 
the excess of depletion deductions over the basis of depletable property, 
and (2) clecreased, but not below zero, by distributions by the partner- 
ship as provided in section 788 ancl by the sum of his distributive share 
of partnership losses and nondeductible partnership expenditures not 
chargeable to capital account, 

Section 1. 704 — 1 (d) (1) of the Income Tax Regulations provides, in 
part, that a partner's distributive share of partnership loss will be 
allowed only to the extent of' the adjusted basis (before reduction by 
current year's losses) of such partner's interest in the partnership at 
the encl of the partnership taxable year in which such loss occurred. 

Section 1. 704 — 1(d) (2) of the regulations provides, in part, that in 
computing the adjusted basis of a partner's interest for the purpose of 
ascertaining the extent to which a partner's distributive share of 
partnership loss shall be allowed as a deduction for the taxable year, 
the basis shall first be increased under section 705(a) (1) ot the Cocle 
and decreased under section 705(a) (2) of the Code, except for losses 
of the taxable year and losses previously disallowed. 

Section 1. 731 — 1 (a) of the regulations provides, in part, that where 
money is distributed by a partnership to a partner, no gain or loss 
shall be recognized to the partner except to the extent that the amount 
of money distributed exceeds the adjusted basis of the partner's 
interest in the partnership immediately before the distribution. For 
purposes of sections 781 and 705 of the Code, advances or drawings of 
money oi' property against a partner's distributive share of income 
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shall be treated as current distributions made on the last day of the 
partnership taxable year witli respect to such partner. 

Based on the foregoing, it is concluded that: 
(1) In computing A's adjusted basis for his interest in the partner- 

ship under section 705(a) of the Code, A's original basis, which is 
determined under section 722 relating to contributions to the partner- 
ship, should be decreased by first deducting distributions made to A 
by the partnership and thereafter, by deducting his distributive share 
of partnership losses. However, A's basis for his interest in the part- 
nership may not be reduced below zero. Thus: 

A's contribution to the partnership 50 z dollars 
Deduct cash distributions made to A by the partner- 

ship — SO x dollars 

20 z dollars 
Deduct A's distributive share of losses (60 a dollars) 

but only to the extent that A's basis is not reduced 
below sero — 20 z dollars 

A's basis for his interest in the partnership under 
section 705 of the Code — 0 

(2) In order to determine the extent to which A's distributive share 
of partnership losses will be allowed as a deduction, A's basis for his 
interest in the partnership computed in accordance with section 705 (a) 
of the Code, should be determined without taking into account his 
distributive share of partnership losses for the taxable year. Thus: 

A's contribution to the partnership 50 z dollars 
Deduct cash distribution made to A by the partner- 

ship ZO s dollars 

20 z dollars 
A's distributive share of partnership losses for the 

ta~able year are not taken into account — 0 

A. 's basis for determining the amount of his allowable 
partnership losses 20 z' dollars 

(3) In order to determine the extent to which gain will be realized 
by A upon the distribution of cash to him by the partnership, A's basis 
for his interest in the partnership computed in accordance with section 
705 (a) of the Code, should be determined without taking into account 
cash distributions made to him by the partnership during its current 
taxable year. Thus: 

A's contribution to the partnership 50 a dollars 
Cash distributions made by the partnership to A. dur- 

ing the taxable year are not taken iuto account — 0 

50 s dollars 
Deduct 3's distributive share of partnership losses to 

the extent allowed by section 704(d) of the Code. 
(See examples (1) and (2). ) — 20 z dollars 

A's basis for determining the amount of gain he 
realized upon the distribution of cash to him by 
the partnership 30 z dollars 

A may deduct his distributive share of the partnership loss to the 
extent of 20 x dollars (see example 2) and he realizes no gain from the 
cash distribution of 80 a dollars because his basis for determining the 
amotuit of gain upon such distribution is 80 a dollars (example 8) . 
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SECTION 707. — TRANSACTIONS BE TWEEN PARTNER AND 
PARTNER SICIP 

26 CFR 1. 707 — 1: Transactions between Rev. Rul. 66 — 95 
partner and partnership. 

(Also Section 162; 1. 162 — 1. ) 
Avhere a partner's percentage of the partnership profits is less 

than his guaranteed mininium, the partner's share, computed on 
the percentage basis, of partnership income before deduction 
of the guaranteed payment is his distributive share of partner- 
ship income. The guaranteed paynient, as that term is used in 
section 707 (c) of the Internal Revenue Code of 1054, is the differ- 
ence between the partner's minimuin guarantee aml his distribu- 
tive share of partnership income determined before deduction of 
the guaranteed payment. 

Advice has been requested whether the total amount of the minimum 
yearly profit partIcIpation of certain meinbers of a partnership is a 
guaranteed payment, under section 707 (c) of the Internal Revenue 
Code of 1954-, or whether only a portion of such amount is a guaranteed 
payment in the following circumstances. 

The ABC Partnership, a, limited partnership, was formed pursuant 
to an Agreement of Limited Partnership and consisted of both general 
and limited partners. 

Article I of the Agreement provides that the general partners shall 
receive 75 percent of the net profits and the limited partners shall re- 
ceive 25 percent of the net profits. Under Article II the partnership 
losses are borne by the general partners. 

Article III of the Agreement states: 
Anything hereinabove to the contrary notwithstanding, the Limited Partners 

shall be paid the sum of 4z dollars per annum for each 100m dollars of contributed 
Contract Capital as minimum yearly profit participation, and if the profit par- 
ticipation calculated on the percentage basis above set forth shall be less than 
said minimum amount, or if there shall be losses, said minimum amount shall 
nevertheless be paid to the Limited Partners and said payment shall in all re- 
spects be treated as if it mere an expense of the Limited Partnership. 

Article IV of the Agreement provides that the minimum profit par- 
ticipation payments to limited partners to the extent set forth in Article 
III shall be charged as a part of the expense of doing business in deter- 
mining the partnership profits and losses, but only in the event that 
their respective profit participation in any one year would otherwise be 
less than said guaranteed payment. 

In the partnership taxable year in question the limited partners' 
profit participation calculated on the percentage basis was less than the 
minimum yearly profit, participation as determined by using the 
formula stated in Article III of the Agreement, . 

Section 707 ( c) of the Code provi d es that to the extent determined 
without regard to the income of the partnership, payments to a part- 
ner for services or use of capital shall be considered as made to one who 

is not a member of the partnership, but only for the purposes of section 

61 (a) (relating to gross income) and section 162 (a) (relating to trade 
or business expenses) . 

Section 1. 707 — 1 (c) of the Income Tax Regulations provides, in part, 
that a partner must include such payments as ordinary income for his 

taxable year within or with which ends the partnership t;ixable year 

jn v, hic]i the partnership deducted such payments as paid or accrued 
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under its method of accounting. Under these regulations where a 
partner's percentage of profits is less than his guaranteed minimum, 
the partner's share, computed on the percentage basis, of partnership 
income before deduction of guaranteed payment is his distributive 
share of partnership income; and the guaranteed payment, as the 
term is used in section 707(c) of the Code, is the difFerence between 
the partner's minimum guarantee and his clistributive share of part- 
nership income before taking into account the guaranteed payment. 
See example 9 of section 1. 707 — 1(c) of the regulations. 

The fact that a partnership agreement provides that, in the event a 
minimum payment must be made to certain partners, the payment 
shall in all respects be treated as if it were an expense of the partner- 
ship, does not control as to whether the entire minimum amount will 
be considered an expense for Federal income tax purposes. 

Accordingly, notwithstanding those provisions of Articles III and 
IV of the Agreement which require that the minimum profit par- 
ticipation payments be treated as an expense in all respects in the 
years the hmited partners' guaranteed minimum is greater than their 
profit participation, when the guaranteed minimum is the greater, then 
only the difFerence between the limited partners' guaranteed minimum 
and their distributive'share of the partnership income is a guaranteed 
payment, for Federal tax purposes. Only the amount of the guaran- 
teed payment (section 707(c) of the Code) as thus determined should 
be considered as a business expense under section 162(a) of the Code 
f or Federal income tax purposes. 

PART II. — CONTRIBUTIONS, DISTRIBUTIONS, AND TRANSFERS 

SUBPART B. — DISTRIBUTIONS BY A PARTNERSHIP 

SEC'TION 731. — EXTENT OF RECO(rNITION OF 6AIN OR 
LOSS ON DISTRIBUTION 

96 CFR 1. 731 — 1: Extent of recognition 
of gain or loss on distribution. 

Determination of partner's gain in partnership distribution. See 
Rev. Rul. 66 — 94. , page 166. 

SUBCHAPTER L. — INSURANCE COMPANIES 

PART L — LIFE INSURANCE COMPANIES 

Subpart B. — Investment Income 

SECTION 805. — POLICY AND OTHER CONTRACT LIABIL- 
ITY REQUIREMENTS 

26 CFR 1. 805 — 5: Adjusted reserves rate and, Rev. Rul. 66 — 31. 
earnings rates. 

A life insurance company, in calculating assets under section. 
805(b) (4) of the Internal Revenue Code of 1054, may not reduce the 
asset "cash" by amounts on deposit in its bank account because of 
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taxes withheld from employees, escrow funds relating to mortgage 
loans, and standby commitment fees received from proposed 
mortgagors. 

Advice has been requested whether a life insurance company, in 
calculating assets under section 805(b) (4) of the Internal Revenue 
Code of 1954, may reduce the asset "cash" by amounts on deposit in 
its bank account because of taxes withhelcl from employees, escrow 
funds relating to mortgage loans, and standby commitment fees re- 
ceived from proposed mortgagors (where the agreement provides 
for the return of the fee in the event the mortgage loan is 
consummated ) . 

Section 805 (b) (4) of the Code provides that the term "assets" means 
all assets of the company (including nonadmitted assets) other than 
real and personal property (excluding money) used by it in carrying 
on a. tra, de or business. 

Section 1. 805 — 5 (a) (4) (i) of the Income Tax Regulations specifically 
rovides that the term "money" as used in section 805(b) (4) of the 
ode includes cash, currency, bank deposits (including time deposits) 

whether or not interest bearing, share accounts in savings and loan 
associations, checks (whether or not, certified), drafts, money orders, 
and any other items of similar nature. 

Section 1. 805 — 5 (a) (4) (i) of the regulations further states that only 
certain items (enumerated therein) may be excluded from the term 
"assets" as being considered used by the life insurance company in 
carrying on an insurance trade or business, which items do not include 
those involved in the instant case. 

Section 1. 805 — 5(a) (4) (iii) of the regulations provides in general 
that the valuation of assets under section 805(b) (4) of the Code shall 
not be reduced by the amount of any encumbrance, lien, mortgage, etc. 

In view of the broad nonexclusive provisions of section 805(b) (4) 
of the Code and section 1. 805 — 5 (a) (4) of the regulations, it is apparent 
that all money items of a lif'e insurance company generally are included 
in "assets" as that term is defined in section 805(b) (4) of the Code. 
It follows that such money items are included in assets whether or not 
their use is restricted to certain designated purposes and whether or 
not they are allocated to any particular account, or are held in the 
form of cash or bank deposits. 

Accordingly, a life insurance company, in calculating assets under 
section 805(b) (4) of the Code, may not reduce the assets "cash" by 
amounts on deposit in its bank account because of taxes withheld from 
employees, escrow funds relating to mortgage loans, and standby 
commitment fees received from proposed mortgagors, 

Snbpart C. — Gain an@ Loss From Operations 

SECTION 809. — IN GENERAL 

96 CFR 1. 809 — 4: Gross amount. Rev. Rul. 66 — 36 

AVhere a life insurance company accepts advance payments of 
premiums from its policyholders in an amount less than the contract 
premium, only the actual aruount received is taken into account as 



I) 809. l 172 

premiums in the taxable year of receipt under section 809(c) (1) of 
the Internal Revenue Code of 1954. The difference, often referred 
to as "discount, " is accrued and credited to the section 810(c) (5) 
reserves over the period the payment is held before the due date of 
the contract premium. The contract premium is included in income 
as an item of gross amount in the taxable year such premium is due, 
and the section 810(c) (0) reserve released. 

The year the contract, premium is due and taken into account as 
an item of gross amount is also the appropriate year in which said 
premium is taken into account in computing the s. llovvable deduc- 
tion under section 809(d) (5) or section 809(d) (0) of the Code, if 
applicable. 

Advice has been requested concerning the treatment, for purposes 
of section 809(c) (1) of the Internal Revenue Code of 1954, of premi- 
ums received in advance which are in an amount less than the cont, ract, 

premium by a life insurance company from its policyholders. 
Section 809(c) (1) of the Code provides, in part, that the gross 

amount of premiums and other consideration, including advance premi- 
ums and deposits, on insurance and annuity contracts is taken into 
account, as a part of the items grouped under the heading "gross 
amount, " in determining the gain or loss from operations of a life 
insurance company under sections 809 (b) (1) (C) and 809 (b) (2) (C) 
of the Code. 

Section 1. 809-4(a) (1) (i) of the Income Tax Regulations provides, 
insofar as material here, that the term "gross amount of all. premiums" 
means the premiums and other consideration provided on insurance 
and annuity contracts. Such term includes advance premiums and 
deposits. Thus, the amount to be taken into account is the total of the 
premiums and other consideration provided in the insurance or an- 
nuity contract without any reduction by reason of premiums which 
have been paid in advance or any other item of similar nature. 

The purpose of section 1. 809 — 4(a) (1) (i) of the regulations is to 
make certain that the gross contract premium is taken into account 
in the taxable year that the prelnium is due. In that taxable year, the 
contract premium is accounted for without reduction although the 
company had accepted a, reduced amount in advance which, together 
with that portion of the interest earned on and added to such deposited 
amount over the period it is held by the company, will equal the gross 
contract premium on the due date. 

For example, assume the company received $240 on December 31, 
1965, as advance premium for a contract premium of $800 due Jan- 
uary 1, 1971. In computino gross premiums on its 1965 return the 
company would include only $240 as advance premium. Since the 
premium is not, yet due, the amount paid in advance represents a liabil- 
ity of the company to the policyholder and, therefore, the section 810 
(c) (5) reserve is simultaneously increased. At this point the item in- 
cluded in computing gross premiums is offset by a deduction under 
section 809(d) (2) of the Code for the increase in the reserve so 
that the net result is zero. The difrerence between the amount received 
and the contract premium ($60) is accrued and credited to the reserve 
over the 5-year period the advance premium is held before the due 
date. The company will be entitled to the interest paid deduction 
under section 805(e) of the Code and the required interest deduction 
under section 809(a) (2) of the Code as such amount is accrued and 
credited to the reserve. On January 1, 1971, the amount of the re. 
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Serve mill be $800 ($240 plus $60), which is the contract prelnium. 
The $800 will then be included in income as an item of gross amount 
in tliat taxable year when the reserve is releasecl and applied to tlie 
p'ivment of the contract premium due. 

Accorclingly, only the actual amount received by a life insurance 
company for a premium which is not yet due is taken into account as 
premiunis in the taxable year of receipt under section 809(c) (1) of 
the Code. The difference between the amount received and the con- 
tract premium is accrued and credited to the section 810 (c) (5) reserve 
over the period the company holds the amount paid before the due date 
of the contract premium. The contract premium is included in in- 
come as an item of gross amount in the taxable year such premium is 
due. 

It should be noted that if the deductions provided by sections 809 
(d) (5) and 809(d) (6) of the Code are applicable, the amount re- 
ceived in advance ($240 in the foregoing example) should not be taken 
into account in computing the amount equal to the 8 percent or the 
2 percent of the premiums for the taxable year 1965, since the premium 
under the contract is not due. However, for the taxable year 1971, 
the year in which the premium is due under the insurance contract, the 
amount, of the contract premium ($800 in the example) should be 
taken into account in the computation of the deductions provided for 
in sections 809(d) (5) and 809 (d) (6) of the Code, if applicable. 

Subpart E. — Miscellaneous Provisions 

SECTION 819. — FOREIGN LIFE INSURANCE COMPANIES 

26 CFR 1. 819 — 2: Foreign life insurance com- 
panies. 

Percentage to be used by foreign life insurance companies in comput- 
ing income tax for the taxable year 1965 and estimated tax for the 
taxable year 1966. See T. D. 6878, page 597. 

SUBCHAPTER N. — TAX BASED ON INCOME FROM SOURCES WITHIN 
OR WITHOUT THE UNITED STATES 

PART I. — DETERMINATION OF SOURCES OF INCOME 

SECTION 861. — INCOME FROiAI SOURCES O'ITHIN THE 
UNITED STATES 

26 CFR, 1 861 2: In. tercet. 

Interest portion of payments on awarcls of the Mixed Claims Com- 

mission United States and Germany. See Rev. Rul. 66 — 82, page 174. 
) 
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SECTION 862. — INCOMF FROM SOURCES WITHOUT THE 
UNITED STATES 

26 CFR 1. 862 — 1: Income specifically f rom 
sources without the United States. 

(Also Section 861; 1. 861 — 2. ) 
On February 27, 1953, ail agreement was entered into between the 

United States and the Federal Republic of Germany (4 U. S. T. 908) 
making provision for the settlement of the remaining obligations of 
Germany for awards made by the Mixed Claims Commission, United 
States and Germany, on behalf of nationals of the United States for 
losses and damages sustained during WorM War I. Payments re- 
ceived from Germany are deposited with the United States Treasury 
in the German Special Deposit Account from which distributions rep- 
resenting the principal amount of the awards, plus interest, are made 
to the holders of awards of the Mixed Claims Commission. B'end, the 
awards of the Mixed Claims Commission, United States and Germany, 
are interest-bearing obligations of a nonresident obligor (Germany), 
and the interest portion of the payments on the awards is income from 
sources without the United States pursuant to section 862(a) of the 
Internal Revenue Code of 1954. 

PART II. — NONRESIDENT ALIENS AND FOREIGN CORPORATIONS 

Subpart C. — Miscellaneous Provisions 

SECTION 892. — INCOME OF FOREIGN GOVERNMENTS 
AND OF INTERNATIONAL ORGANIZATIONS 

26 CFR 1. 892 — 1: Income of foreign govern- Rev. Rul. 66-73 
ments and international organizations. 

(Also Sections 893, 4382; 1. 893 — 1, 47. 4382 — 1. ) 
The Internal Revenue Service discussed the applicability of sections 
892, 898, and 4882 of the Internal Revenue Code of 19o4 to an or- 
ganization separate in form but wholly owned by a foreign govern- 
ment. I. T. 8789, C. H. 1946 — 1, 100, modified. 

' Advice has been requested concerning the applicability of sections 
892, 893, and 4382 of the Internal Revenue Code of 1954 to an organi- 
zation separate in form but wholly owned by a foreign government. In 1946 the Internal Revenue Service in I. T. 3789t C B 1946 
announced its position that the benefits of section 116(c) of the Inter- 
nal Revenue Code of 1939 (predecessor of section 892 of the 1954 
Code) which exempts foreign governments from income tax "cannot 
be extended to a corporation which is wholly oined by a foreign gov- 
ernment inasmuch as a corporation is an entity separate and distinct 
from its sole stockholder. " This is simply an application of a basic 
legal principle. However, the Tax Court of the United States in 
Long Vial, 15 T. C. 403 (1950), acquiescence, C. B. 1952 — 1, 4, tempered 
this principle by limiting its application to a "corporation as that term 
is understood in the United States. " 

As a result of the Vial decision and extended reconsideration, it is 
now the position of the Service that an organization separate in form 
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a cl »liolly ownecl by a, foreign government, and no part of the nct 
, 
a 'll'nrrs of which inures to the benefit of any private shareholder or 

indivicFual, regardless of ivhere organized ancl »hether with stock 
outstanding, is exempt under section 892 of the Code, provided it does 
not constitute a corporation as that term is generally understood in tlie 
United States and as explained in the following paragraph. 

Whether an organization constitutes a corporation as contemplated 
by this rule will depend directly upon its purposes, functions& ailcl 
activities. Where its purposes, functions, and activities, taken as a 
whole, customarily are attributable to and carried on by private enter- 
prise for profit in this country, it will be deemed to constitute a 
corporation separate from its owner even though in some instances 
governments also are engaged in the same or a s~imilar activity in the 
United States. On the other hand, where the organization does not 
have purposes, functions, and activities of the type whicli are custom- 
arily attributable to and carried on by private enterprise for profit in 
this country, or, to the extent it has such purposes, functions, and ac- 
tivities, taken as a whole they are so circumscribed and limited that 
the orgranization does not in fact substantially resemble such a private 
enterp~rise, it will not be deemed to constitute a corporation separate 
trom its owner, and hence will be entitled to the benefits granted by 
section 892 of the Code. 

The same test will be applied for purposes of determining what 
organizations will be considered to be part of a "foreign government" 
within the meaning of sections 893 and 4382 of the Code. 

I. T. 3789, C. B. 1946 — 1, 100 is hereby modified. 

SECTION 893. — COMPENSATION OF EMPLOYEES OF FOR- 
EIGN GOVERNMENTS OR INTERNATIONAI. ORGANI- 
ZATIONS 

26 CFR 1. 893 — 1: Compensation of employees 
of foreign governments or international 
organizations. 

Application of section 893 of the Code to an organization separate 
in form but wholly owned by a foreign government. See Rev. Rul. 
66 — 73, page 174. 

PART III. — INCOME FROM SOURCES WITHOUT THE UNITED STATES 

Snbpsrt A. — Foreign Tax Credit 

SECTION 901. — TAXES OF FOREIGN COUNTRIES AND OF 
POSSESSIONS OF UNITFD STATFS 

26 CFR 1. 901-1: Allo~ance of credit for Rev. Rul. 66 — 65 

taxes. 
tax imposed by section 24 (b) of the National Internal 

Revenue Code of the Republic of the Philippines (Commonwealth 

A. t No. 466 as amended to August 1968) on interest received by a 
Act No. 
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United States corporation not engaged in a trade or business in 
the Philippines is creditable against United States Federal income 
taxes in accordance with section 901 of the Internal Revenue Code 
of 1Ã4. 

Advice has been requested whether the tax imposed by section 24(b) 
of the National Internal Revenue Code of the Republic of the Philip- 
pines (Commonwealth Act No. 466 as amended to August, 1968) on 
interest received during 1962 and 1966 by a United States corporation 
not engaged in a trade or business in the Philippines is creditable 
against United States income taxes in accordance with section 901 of 
the Internal Revenue Code of. 1954. 

Section 901(b) of the Code provides, in part, that in the case of a 
domestic corporation, the amount of any income, war profits, and 
excess profits taxes paid or accrued during the taxable year to any 
foreign country or to any possession of the United States shall be 
allowed as a credit under section 901(a) of the Code, subject to the 
applicable limitation of section 904 of the Code. 

In order for a, tax paid or accrued to a foreign country to be allow- 
able as a credit against United States income taxes, it must be shown 
that such tax is a tax on income, war profits, or excess profits within 
the meaning of section 901 of the Code, or is a tax imposed in lieu of 
such a tax within the meaning of section 903 of the Code. For a 
particular foreign tax to qualify as a creditable tax under section 901 
of the Code it must be shown that the tax imposed by the foreign law 
is a tax on income Ivithin the United States concept thereof. Bid@& 
v. Commissioner, 302 U. S. 576 (1988), Ct. D. 1808, C. B. 1M8 — 1, 809. 

Section 24(b) of the Philippine Code provides, in part, that there 
shall be levied, collected and paid for each taxable year upon the 
amount received by every foreign corporation not engaged in trade 
or business Ivithin the Philippines, from all sources within the Phi'lip- 
pines, as interest, dividends, rents, etc. , or other fixed or determinable 
annua'1 or periodical gains, profits, a'nd income, a tax equal to 80 
percent of such amount. 

The foregoing provision of the Philippine tax law relating to the 
income tax on nonresident foreign corporations is analogous to section 
881 of the United States Internal Puevenue Code relating to tax on 
foreign corporations not engaged in business in the United States. 

Accordingly, the tax imposed under section o4(b) of the Philippine 
Code falls witllin the United States concept of an income tax and is 
allowable as a credit against United States income tax under section 
901(a) of the Code, subject to the applicable limitation of section 904 
of the Code. 

Subpart B. — Earned Income of Citizens of United States 

SECTION 911. — EARNED INCOME FROM SOURCES WITH- 
OUT THE UNITED STATES 

26 CFR 1. 911 — 2: Earned income from sources 
without the United States attributable to 
services performed after 1962. 

Whether "interest income" is "ea, rned income" as that term is defined 
in section 911 of the Code. See Rev. Rul. 66 — 56& page 87. 
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Subpart C. — Western Hemisphere Trade Corporations 

SECTION 921. — DEFINITION OF WESTERN HEMISPHERE 
TRADE CORPORATIONS 

26 CFR 1. 921 — 1: Definit, ion of Western Hemi- 
sphere trade corporation. 

(Also Section 922; 1. 922 — 1. ) 
The islands of St. . Pierre, Great Miquelon, and Little Miquelon are 

in North America for purposes of section 021 of the Internal Revenue 
Code of 1954. 

SECTION 922. SPECIAL DEDUCTION 

26 CFR 1. 922 — 1: Special deduction of Western 
Hemisphere trade corporation. 

Whether the islands of St. Pierre, Great Miquelon, and Little Mique- 
lon are part of North America. See Rev. Rul. 66-4, above. 

Subpart F. — Controlled Foreign Corporations 

SECTION 952. SUBPART F INCOME DEFINED 
, 26 CFR 1. 052 — 1: Subpart F income defIned. 

Basis of depreciable assets held by a foreign corporation on the 
first day of its first taxable year beginning after December 31, 1962, 
in which such corporation has a deficit in earnings and profits sought 
to be taken into account under section 052(d) of the Code; utilization 
of depreciation method adopted for such purpose for the additional 
purpose of calculating a deficit in earnings anti profits sought, to be 
taken into account under section 052(c) (1) (B) of the Code. See Rev. 
Rul, 66 — 19, page 178. 

SECTION 057. — CONTROLLED FOREIGN CORPORATIONS; 
UNITED STATES PERSONS 

26 CFR 1. 057 — 1: Definition of controlled for- 
eign corporation. 

Basis of depreciable assets held by a foreign corporation on the 
first day of its first taxable year beginning after December 31, 1962, 
in which such corporation is a controlled foreign corporation. See 
Rev. Rul. 66 10, page 178. 
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SECTION 963. — RECEIPT OF MINIMUM DISTRIBUTIONS 
BY DOMESTIC CORPORATIONS 

26 CFR 1. 968 — 1: Exclusion of subpart F in- 
come upon receipt of minimum distribu- 
tions. 

Basis of depreciable assets held by a foreign corporation on the 
first day of its first taxable year beginning after December 81, 1962, 
in which such corporation is included in a chain or a group under 
section 968(c) (2) (B) or (3) (B) of the Code. See Rev. Rul. 66 — 19, 
below. 

SECTION 064. — MISCELLANEOUS PROVISIONS 

Rev. Rul. 66 — 19 ' 

r Based on Technical Information Release 752, dated July 28, 1965. 

26 CFR 1. 964 — 1: Determination of the earn- 
ings and profits of a foreign corporation. 

(Also Sections 167, 952) 057) 963; 1. 167(b) 0) 
1. 952 — 1, 1. 057 — 1) 1. 963 — 1. ) 

Determination of basis of depreciable assets held by a foreign 
corporation on the first day of its first taxable year beginning after 
December 31, 1962. 

The Internal Revenue Service recognizes the need for clarification 
of the Income Tax Regulations under section 964(a) of the Internal 
Revenue Code of 1954 (relating to determination of the earnings and 
profits of a foreign corporation) insofar as such regulations require the 
determination of basis of depreciable assets held by a foreign corpo- 
ration on the first day of its first taxable year beginning after Deceinber 
31, 1962) in which such corporation is a controlled. foreign corporation 
(within the meaning of section 957 of the Code) or for which it is 
included in a chain or group under section 963(c) (2) (B) or (3) (B) 
of the Code or has a deficit in earnings and profits sought to be taken 
into;iccount under section 052(d) of the Code (hereinafter referred 
to as the corporation's first post-1969 taxable year) . 

Paragraph (b) (1) (ii) and (2) of section 1. 964 — 1 of the regulations 

provides, in efFect, that, depreciation shall be based on historical cost 

of a physical asset deterinined on— 
(1) The first day of the corporation's first, taxable year begin- 

ning after December 31, 1940, if treatment under paragraph (b) 

(2) (ii) of section 1. 964 — 1 of the regulations is elected by or on 

behalf of the corporation, 
2) The date the corporation acquired the asset, or 
3) The date the corporation became a majority-owned sub- 

sidiary if such event occurred after December 81, 1949, but 

before October 27, 1064, and if treatment under paragraph (b) 

(2) (i) of section 1. 064 — 1 of the regulations is elected by or on 

behalf of the corporation, 
whichever date is latest. 

Paragraph (c) of section 1. 964 — 1 of the regulations provides that 
depreciation shall be computed in accordance with section 167 of the 

Code and the regulations thereunder and that for its first, post-1962 
taxable year there may be adopted by or on behalf of a foreign coipo 
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on any method of accounting or election allowable under such ct»n of the regulations notwithstanding that, in previous years, the corporation's earnings and profits were computed, or its financial 
statements prepared, in accordance with a different method and not- 
withstanding tliat such election is required by the Code or regulations to be made in a prior year. 

Thus, although the iegulations provide guidelines for determining 
depreciation during a foreign corporation's first post-1069 taxable 
year and later years, the regulations do not provide rules for the deter- 
mination of basis of depreciable assets as of the first day of the corpo- ration's first post-1962 taxable year. 

For purposes of computing depreciation during the period begin- 
ning on the date historical cost, is determined and ending on the day 
before the first day of a foreign corporation's first, post-1969 taxable 
year, the corporation (or its controlling United States shareholders 
onitsbehalf) may— 

(1) Choose to continue using the method actually utilized by 
such corporation on its books of account regularly maintained 
for the purpose of accounting to its shareholders during such 
period if such method is sanctioned by section 167 of the Code 
and the regulations thereunder, 

(2) Adopt the straight-line method of depreciation, as set 
forth in section 1. 167 (b) — 1 of the regulations, or 

(8) Adopt the same method of depreciation that the corpora- 
tion adopts for its first post-1909 taxable year. 

If the method described in pa, ragraph (1) is not sanctioned by 
section 167 of the Code and the regulations thereunder, a method 
described in paragraph (2) or (8) must be adopted. If such a method 
is adopted, the controlling United States shareholders of the foreign 
corporation must comply with the procedures set forth in paragraph 
(c) (3) (ii) and (iii) of section 1. 964 — 1 of the regulations, relating 
to notification of the Internal Revenue Service and noncontrolling 
United States shareholders of the action taken. 

It should be noted that adoption of the straight-line method of de- 
preciation in accordance with this Revenue Ruling does not preclude 
the adoption of a di8erent method of depreciation for the first post- 
1969 taxable year and later years in accordance with paragraph (c) 
of section 1. 964 — 1 of the regulations so long as such method is sanc- 
tioned by section 167 of the Code and the regulations thereunder. 

It. should also be noted that adoption of a method of depreciation 
for years prior to a foreign corporation's first post-1969 taxable year 
in accordance with this Revenue Ruling will not authorize the filing of 
amended returns for those years. Hoi~ ever, if the foreign corporation 
utilized a method of depreciation for those years which is not sanc- 
tioned by section 167 of the Code and the regulations thereunder, the 
Service may require that appropriate adjustments be made for those 
years. See Revenue Ruling 63 — 6, C. B. 1968 — 1, 196. Moreover, if a 
method of depreciation is adopted, for purposes of calculating the 
basis of depreciable assets held on the first day of the corporation's 
fiist post-]969 taxable year, which is different from the method 
actually iltilized by such corporation for years ending prior to that 
date tlie Service may require that the meth. od so adopted be ut. ilized in 
calcula, ting- 

. g26 — G;i8' — G6 — 13 
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(1) Any deficit, in earnings and profits of such corporation 
which is sought to be taken into account under section 952(c) (1) 
(B) of the Code, or 

(2) The earnings and profits of such corporation from such 
prior years ivhen ~a distribution (including a liquidating distri- 
bution) made on or aAer such first day has United States tax 
consequences, 

to prevent any duplication or omission of' amounts which would other- 
wise result from the adoption of such method. 

Conforming amendments to the regulations will be made. 

SUBCHAPTER O. — GAIN OR LOSS ON DISPOSITION OF PROPERTY 

PART II. — BASIS RULES OF GENERAL APPLICATION 

SECTION 1011. — AD JUSTED BASIS FOR DETERMINING 
GAIN OR LOSS 

26 CFR 1. 1011 — 1: Adjusted basis. 

Allocation of basis when taxpayer has acquired an upland cotton 
acreage allotment along with the land to which the allotment relates. 
See Rev. Rul. 66 — 58, page 186. 

SECTION 1012. — BASIS OF PROPERTY — COST 

26 CFR 1. 1012 — 1: Basis of propeity. Rev. Rul. 66 — 96 

A. corporation owned several pieces of real property, all of which 
had a fair market value greatly in excess of the corporation's basis 
for the property, The estate of a deceased shareholder desired to 
have the stack it held in the corporation redeemed. In accordance 
with an agreement betiveen the parties, the corporation redeemed all 
of its stock held by the estate by distributing in exchange for the 
stock real property with a fair market value equal to the value of the 
estate's stock and then repurchased the real property from the estate 
for cash. 

Field, the substance rather than the form of the transaction is con- 
trolling; therefore, cash rather than real property is regarded as 
having been distributed by the corporation in redemption of its stock. 
The basis of' the real property distributed and reacquired will be the 
same as it was in the hands of the corporation prior to the distribution. 

SECTION 1016. — ADJUSTMENTS TO BASIS 

26 CFR 1. 1016 — 3: Exhaustion, wear and tear, 
obsolescence, amortization, and depletion 
for periods s~ince February 28, 1913. 

Adjusted basis of an automobile used in trade or business by em- 
ployees or self-employed inclivicluals. See Rev. Proc. 66 — 10, page 622. 
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PART IH. COMMON NONTAXABLE EXCHANGES 

SECTION 1088. — INVOLUNTARY CONVERSIONS 

96 CFR 1. 1088 (a) — 1: Involuntary conver- 
sion; nonrecognition of gain. 

Purchase of stock with proceeds of sale certified by F. C. C. See 
Rev. Rul. 66 — 88, page 188. 

SECTION 1084. — SA. LE OR EXCHANGE OF RL'SIDENCE 

26 CFR 1. 1084 — 1: Sale or exchange of resi- Rev. Rul. 66 — 114 
dence. 

A taxpayer sold his principal residence at a gain and within 19 
months thereafter reinvested the sales proceeds in a new residence in 
New York and a new residence in Florida. Taxpayer owned both of 
these residences during the remaining portion of the succeeding 19 
months follovving the sale and occupied each of them at various times 
during this period. 

Held, only the residence which qualifies as the principal residence of 
the taxpayer at the expiration of the 1o-month period beginning with 
the date of sale of the old residence will be considered for the purpose 
of determining the nonrecognition of the gain on the sale under section 
1084(a) of the Internal Revenue Code of 1954. Any amounts rein- 
vested in the other residence may not be considered in determining the 
nonrecognition of gain on the sale of his old residence. 

Sale of trust property used by gran. tor as a principal residence. See 
Rev. Rul. 66 — 159, page 169. 

SECTION 1086. — STOCK FOR STOCK OF SAME 
CORPORATION 

Rev. Rul. 66 — 171 96 CFR 1. 1086 — 1: Stock for stock of the same 
corporation. 

(Also Sections 854, 867; 1. 854 — 1, 1. 867 — 1. ) 
A foreign corporation amended its charter to effect a change 

of its name. The shareholders of the corporation exchanged all 
of their stock for stock identical in all respects with the stock sur- 
rendered except that the new stock rejected the change of name. 
IfcM, section 1066 of the Internal Revenue Code of 1954 applies to 
the exchauge. Thus, no gain will be recognized to the corporation's 
shareholders. notwithstanding that the exchange is also described in 
sections 668(a) (1) (F) and 654 of the Code and the Commissioner 
has not issued a favorable ruling under section 667 of the Code. 

Advice has been requested whether the transaction described below 

Iequires an advance rulmg by the Commissioner that, it is not in pur- 
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suance of a plan having as one of its principal purposes the avoidance 
of Federal income taxes. 

A foreign corporation amended its charter to e8ect a change of its 
name. The shareholders of the corporation then exchanged all of 
their old stock certificates in the corporation for new stock certificates 
which were identical in all respects to the stock certificates surrendered 
except that the new stock certificates reflected the new name of the 
corporation. 

Under the provisions of section 1086 of the Internal Revenue Code 
of 1954, no gain or loss shall be recognized by the shareholders where 
stock in a corporation is exchanged solely for stock of the same class 
in the same corporation. The transaction is also described in 
sections 868(a) (1) (F) and 854 of the Code. Section 868(a) (1) (F) 
of the Code provides, in part, that a mere change in identity is a re- 
organization. Section 854 of the Code provides, in part, that no gain 
or loss shall be recognized if stock in a corporation a party to a re- 
organization is exchanged solely for stock in such corporation. 

Section 867 of the Code provides, in efFect, that gain shall be recog- 
nized in any exchange described in section 854 of the Code between a 
foreign corporation and its shareholders unless prior to the exchange 
the Commissioner has ruled that the exchange is not in pursuance 
of. a, plan having as one of its principal purposes the avoidance of 
Federal income taxes. The transaction described above involves an 
exchange described in section 854 of the Code. IIowever, if the mere 
change in identity and the exchange take the form of. a transaction 
described in section 1086 of the Code, no gain vill be recognized to 
the shareholders, notwithstanding the absence of a favorable ruling 
under section 867 of the Code prior to the exchange since section 1086 
of the Code is not one of the sections enumerated in section 867 of 
the Code. See Rev. Rul. 64 — 156& C. B. 1964 — 1 (Part 1), 189. 

Since in this case all stock involved in the exchange was issued by 
the same corporate entity, the exchange is of stock in "the same cor- 
poration" within the meaning of section 1086 of the Code. Where, 
however, a new entity is incorporated, whether in the same country or 
a difl'erent country, in order to receive all of the assets and liabilities of 
the reorganized company, the exchange of stock of the old corporation 
for stock in the new corporation of the same class is not an exchange of 
stock in "the same corporation" within the meaning of section 1086 of 
the Code. Consequently, such an exchange would not qualify under 
section 1086 of the Code. 

Accordingly, where a foreign corporation amends its charter to 
effect a change of its name and the shareholders of the corporation 
exchange all of their stock for stock identical in all respects except that 
the new stock reflects the change of name, section 1086 of the Code is 
applicable and no gain will be recognized to the corporation's share- 
holders, notwithstanding that the exchange is a]so described in sections 
868(a) (1) (F) and 854 of the Code and the Commissioner has not 
issued a favorable ruling under section 867 of the Code. 
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SECTION 1038. — 'CFRTAIN ' REACQUISITIONS OF REAL 
PROPERTY 

ctions made before September 4, 1965, in accordance with pro- 
posed regulations tw have the provisions of section 1088 of the Code 
apply to reacquisitions of real property occurring in certain taxable 
years beginning after December 61, 1957, «nd before Sep™~r ~, 1964. 
See Rev. Proc. 66 — lo, page 696. 

PART V. — CHANGES To EFFECTUATE F. C. C. POLICY 

SECTION 1071. GAIN FROM SALE OR EXCHANGE TO 
EFFECTUATE POLICIES OF F. C. C. 

26 CFR 1. 1071 — 1: Gain from sale or exchange 
to efFectuate policies of Federal Communi- 
cations Commission. 

(Also Section 1068; 1. 1088(a) — 1. ) 

Rev. Rul. 66 — 38 

The purchase by a taxpayer of stock of a corporation which does 
not operate broadcasting stations, but which owns all the stock 
of a subsidiarr corporation which owns and operates such sta- 
tions, is not a purchase of stock of a corporation "operating a radio 
broadcasting station" within the meaning of section 1071 of the In- 
ternal Revenue Code of 1954. Consequently, the transactiou cannot 
be treated as a replacement of the property involuntarily converted 
which qualifies for nonrecognition of gain under sections 10SS and 
1071 of the Code. 

Advice has been requested xvhether the purchase by a taxpayer of the 
stock of a corporation owning all of the stock of a subsidiary corpora- 
tion which operates radio broadcasting stations qualifies as a purchase 
of. stock of a corporation "operating a radio broadcasting station" 
vvithin the meaning of section 1071 of the Internal Revenue Code of 
195. 4. 

A taxpayer sold his stock of a corporation ~ hich owned and oper- 
ated a radio station. The sale was certified by the Federal Com- 
munications Commission for purposes of section 1071 of the Code. The 
taxpayer elected to treat such sale as an involuntary conversion under 
section 1088 of the Code, and, vvithin the prescribed time under section 
1033(a) (8) (A) of the Code, he purchased stock of another corpora- 
tion . which, although it does not directly operate radio broadcasting 
stations, owns all of the stock of a subsidiary corporation vvhich does 
operate radio stations. 

Section 1071 of the Code, relating to gain from a sale or exchange 
to efFectuate policies of the Federal Communications Commission, pro- 
vides, in part, as follows: 

(a) +oNBEOGGNITIGN oF GAIN oa I oss. — If the sale or exchange of propertv 
(including stock in a corporation) is certified by the I&'ederal Communications 
Commission to be necessary or appropriate to effectuate a change in a policy 
of, or the adoption of a new policy by, the Commission with respect to the 
ownership and control of radio broadcasting stations, such sale or exchauge 

j f the taxpaver so elects, be treated as an involuntary conversion of such 
property Ivithin the meaning of section 1039. For purposes of such section as 
made applicable by the Provisions of this section, stock of a coI poration operating 
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a radio broadcasting station, whether or not representing control of such corpo 
ration, shall be treated as propertv similar or related in service or use to 
the property so converted. ' * ": 

I Emphasis added. ] 
Section 1, 1071 — 2(b) (1) of. the Income Tax Regulations states, in 

part, that for the purposes of section 1071 of the Code and. the regula- 
tions thereunder, stock of a corporation operating a radio broadcasting 
station shall be treated as property similar or related in service or use 
to the property sold or exchanged. However, securities of such a 
corporation other than stock, or securities of a corporation not operat- 
ing a radio broadcasting station, do not constitute property similar or 
related in service or use to the property sold or exchanged. 

Section 1088 of the Code requires, in order that stock qualify as a 
replacement for business property, that such stock constitute a con- 
trolling interest in a corporation owning property which is similar or 
related in service or use to the property involuntarily converted. 
However, section 1071 of the Code permits any stock interest, whether 
or not controlling, in a corporation operating a radio station to so 
qualify. But, where the stock acquired is not in a corporation which, 
itse]f, operates a radio station, the taxpayer has replaced business 
properties with unrelated property. 

Accordingly, the purchase by the taxpayer of stock of a corporation 
which does not operate broadcasting stations, but which owns all the 
stock of a subsidiary corporation which owns and operates such sta- 
tions, is not a purchase of stock of a corporation "operating a radio 
broadcasting station" within the meaning of section 1071 of the Code. 
Consequently, the transaction cannot be treated as a replacement of the 
property involuntarily converted which qualiGes for nonrecognition of 
gain under sections 1038 and 1071 of the Code. 

SUBCHAPTER P. — CAPITAL GAINS AND LOSSES 

PART 111. — GENERAL RULES FOR DETERMINING CAPITAL GAINS AND LOSSES 

SECTIOX 1221. — CAPITAI& ASSET DEFINED 
26 CFR 1. 1221 — 1: Meaning of terms. Ct. D. 190t] 

INCOME TAX — INTERNAL REVENUE CODE OF 19S4 — DECISION OI' SUPREME 
COURT OF THE U'NITED STATES 

1. CAPITAL ASSET — PROPERTY HELD 'PRIMARILY' FOR SALE. 
Section 1221 of the Internal Revenue Code of 1054 denies capital 

gain treatment to profits vvhich result from the sale of "property 
held by the taxpayer primarily for sale to & ustomers in the ordinary 
course of his trade or business. " The term "primarily" as used in 
this s«& iion nie:ins "of first iniportance" or "principally. " 

The & ourts below applied an incorrect legal standard in determin- 
ing that giiin on sale of real estate ivhi«h had been acquired with 
intent, either to develop it for rental purposes or to sell it which- 
ever would be more profitable ivas ordinary inconie. The case is 
reinanded to the District Court for fresh fact-finding in accordance 
with the statute as noiv & onstrued. 
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JUDGMENT QAOATED AND REMANDED. 

judgment of tbe United States Court of Appeals for the Ninth 
Cll'cuit, 847 Fed. (2d) 20, vacated and renlanded. 

SI&PREME COIJRT OF TIIE UNITED STATES 

No. 487. — OcTDBER TERM, 1905 
Williant 3latat et ua. , f&et&tioners, v. Robert A. Riddell, District Director of 

Internal Revenue 
[888 U. S. 569] 

On writ of certiorari to the United States Court of Appeals for the ¹nth Circuit 
[March '&I, 1966] 

OPINION 
PFR CI&RIAM. 
Petitioner was a participant in a joint veuture which acquired a 45-acre parcel 

of land, the intended use for which is somewhat in dispute. Petitioner contends 
that the venturers' intentiou was to develop and operate an aparfnlent project 
on the laiid; the Commissioner's position is that there was a "dual purpose" of 
developing the property for rental purposes or selling, whichever proved to be 
the more profitable. In anv event, difficulties in obtaining the necessary financing 
were encountered, and the interior lots of the tract were subdivided and sold. The 
profit from those sales divas reported and taxed as ordinary income. 

The joint venturers continued to explore the po. sibility of columer«ially develop- 
ing the remaining exterior parcels. Additional frustrations in the form of zoniug 
restrictions were encountered. These difficulties persuaded petitioner and another 
of the joint venfurers of the desirability of terminating the venture; accordiugly, 
they sold out their interests in the remaining property. Petitioner contends that 
he. is entitled to treat the profits from this last sale as capital gains; the Com- 
missioner fakes the position that this was "property held by the taxpayer primar- 
ily for sale to customers in the ordiuary course of his trade or business, "' 
and thus subject to taxation as ordinary income. 

The District Court made the following finding: 
"The members of [the joint venture], as of the date the 44. 901 acres were 

acquired, intended either to sell the property or develop it for rental, de- 
peuding upon Iihich course appeared to be most profitable. The venturers 
realized that they had made a good purchase price-wise and, if they were 
unable to obtain acceptable construction financing or rezoning. . . which 
would be prerequisite to commercial development, they would sell the property 
in bulk so they wouldn't get hurt. The purpose of either selling or develop- 
ing the propertv continued during the period in whi«h [the joint venture] 
held the property. " 

The District Court ruled that petitioner had failed to establish that the property 
was not held I&rin&arilft for sale to customers in the ordinary course of business, 
and thus rejected petitiouer's claim to capital gain treatlnent for the profits 
deriseed from. the property's resale. The Court of Appeals affirmed, 847 E. 2d 23. 
AVe granted certiorari (382 U. S. 900) to resolve a conflict among the Courts of 
Appeals 

' with regard to the meaning of the term "primarily" as it is used in 
Section 1221(1) of the Internal Revenue Code of 1954. 

The statute denies capital gain treatment fo profits reaped from the sale of 
"property held by the taxpayer prit&turiltt for the sale to customers in the ordinary 
course of his trade or business. " (Emphasis added. ) The Commissioner urges 

upon us a construction of "primarilv" as meaning that. a purpose may be "pri- 
mary" if it is a "substantial" one. 

As we have often said, 'the words of statutes — including revenue act~sho ld 

b t ted where possible ln their ordinary, everyday senses" Crane v Corn 
be interpret 
&&siss(oner 001 U. S, 1 0 [Ct, D. 10S4 C. B. 1947 1 97]. And see Hanoi &. r Ran I' v. 

t 

nal Revenue Code of 1954, Sec. 1221(1), 26 U. S. C 4 1221(1) . 
oses ofethis subtitle, the term 'capital asset' means property held by the tax- 

ther or not connected with his trade or business), but does not include— 
payer (w h ld b the taxpayer primarily for sale to customers iu the ordiuary . property e 

s f his trade or business" 
course o Rotunguood Corp. v. Commissioner, 190 I'. 2d 268, 266 (C. A. 9th Cir. ); 

CompaCan Go. v Commissioner, 817 F. 2d 604, 60& (C. A. 2d Cir. ). with United States 
407, 410 — 411 (C. A. 5th Cir. );, ltunici pal Bond C'orp. v. I'ommissioner, 

688 — 689 (C. A. 8th Cir. ). Cf. Recurdak CorP. v. United States, 825 F, 2d 

460 468 464 (Ct C ) 
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Commissioner, 360 U. S. 672, 687 — 688 [Ct. D. 1870, C. B. 1062 — 1, 321]; Commis- 
sioner v. Iforelt, 330 U. S. 610, 627 — 628 [Ct D. 1732, C B. I050-2, 44]. Departure 
from a literal reading of statutory language may, on occasion, be indicated by 
relevant internal evidence of the statute itself and necessary in order to effect 
the legislative purpose. See, e. tt. , Board of Governors v. Agnezo, 320 U. S, 441 
446 — 448. But this is not such an occasion. The purpose of the statutory provision 
with which we deal is to difierentiate between the "profits and losses arising from 
the everyday operation of a business" on the one hand (Corn Products Co. v 
Conzzrzissioner, 350 U. S. 46, 52 [Ct. D. 1787, C. B. 1055 — 2, 511]) and "a realization 
of appreciation in value accrued over a substantial period of time" on the others. 
"Commissioner v. Gillette Alotor Co. , 364 U. S. 130, 134 [Ct. D. 1853, C. B. 1060 — 2, 
466]). A literal reading of tlie statute is consistent with this legislative pur- 
pose. We hold that, as used in Section 1221(1), "primarily" means "of first 
iniportance" or "principally. " 

Since the courts below applied an incorrect legal standard, we do not consider 
whether the result ivould be supportable on the I'acts of this ease had the correct 
one been applied. We believe, moreover, that the appropriate disposition is to 
remand the case to the District Court for fresh fact-findings, addressed to the 
statute as we have new construed it. 

Vacated and remanded. 
AIR. JUSTICE BLACK would affirm the judgments of the District Court and 

the Court of Appeals. 
SIR. JURTicE WHiTE took no part in the decision of this case. 

Rev. Rul. 66 — 58 ' (Also Sections 169, 167, 1011; 1. 162 — 19, 
1. 167 (a)-3, 1, 1011-1. ) 

An upland cotton acreage allotment may qualify as a capital asset 
having an indeterminate useful life. The basis of an allotment is 
usually its cost. Where land and allotment are acquired as a unit 
the cost should be allocated between the land and the allotment in 
accordance with the relative fair market values of such properties. 
Paynients therefore are not deductible but should be capitalized. 
The cost of the allotment is not subject to depreciation or 
amortization. 

z Also released as Technical Information Release 800, dated Feb. 17, 1906. 

Advice has been requested (1) whether the proceeds received from 
the sale of an upland cotton acreage allotment will be treated for 
Federal income tax purposes as proceeds from the sale or exchange 
of a capital asset, ; and (2) whether the cost of purchasing such an 
allotment by a, cotton producer is deductible as an ordinary and 
necessary business expense. 

The national acreage allotment for cotton was established by the 
Agricultural Adjustment Act of 1%8. This law, as amended, au- 
thorizes the Secretary of Agriculture to determine and proclaim a 
national acreage allotment for each calendar year's crop of cotton and 
to apportion such allotment among the states. Each state's acreage 
allotment is then apportioned among the counties therein and thence 
through local committees to individual farms. 

At present, an upland cotton acreage allotment entitles the owner 
thereof to (1) price support payments for cotton grown on allotted 
acreage; (9) acreage diversion payments for allotted acreage diverted 
from cotton production to approved conservation practices; and (3) 
price support, loans. Penalties for producing upland cotton in excess 
of allotted acreage are substantial to the extent that such production 
is not profitable. Thus, it would generally be necessary for a tax- 
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pay r'engaging in the business of growing and selling upland cotton 
a 'e an upland cotton acreage allotment. 

For upland cotton only, section 405 of the Food and Agriculture 
bhc I aw 89 — 821 Eighty-ninth Congress H. R. 981] 

November 8, 1965, 79 Stat. 1187, amended the Agricultural Adjust- 
ment Act of 19'38, as amended, by permitting, 

* e a the owner and operator of any farm for which a cotton acreage allot- 
ment is established to sell or lease all or any part or the right to all or any 
part of such allotment * * * to any other owner or operator of a farm for 
transfer to such farm "' ' "'. 

From the above, it is concluded that an upland cotton acreage 
allotment is an intangible property right which qualifies as a capital 
asset under section 1221 of the Internal Revenue Code of 1954, if held 
by a taxpayer who is not a dealer in such allotments. Therefore, 
gains or losses from the separate sale of such upland cotton acreage 
allotments will be treated as gains or losses from the sale of capital 
assets. Of course, amounts received by the lessor of upland cotton 
acreage allotments from the lease thereof are ordinary income. 

For the purpose of determining gain or loss from the separate sale 
of a cotton allotment, the basis of the allotment is usually its cost. 
'0 here a taxpayer has acquired such an allotment along with the 
land to which it relates, as a unit, , the cost or other basis of the entire 
unit should be. allocated between the land and the allotment in ac- 
cordance with the relative fair market values of such properties on 
the date of acquisition. Of course, no portion of the basis of land, 
acquired prior to the issuance of the cotton allotment, can be allocated 
to such allotment. 

Since cotton acreage allotments can be expected to continue as 
income producing assets for a period longer than one year, the amount 
expended by a cotton producer to purchase such an allotment is not 
deductible f' or Federal mcome tax purposes. Accordingly, the amount 
must be capitalized. Since these upland cotton acreage allotments 
have an indeterminate useful life, they are not subject to depreciation 
or amortization. 

SECTION 1222. — OTHER TERMS RELATING TO CAPITAL 
CAIRNS AND LOSSES 

Rev. Rul. 66 — 158 ' 26 CFR 1. 122~ 1: Other terms relating to 
capital gains and losses. 

The Supreme Court'» decisiou in Co»&»&issio»er v. Clay B. Brown, 
380 l. . S. 50o, Ct. D. 1904, C. B. 19r»~2, 282, does not exteud to cases 
where the amount payable by an exempt foundation for the stock of 
a commercial business is in excess of the fair market value of the 
stock. 

Itev. Rul, 54 — 420, C. B. 1954 — 2, 1 "S. modified. 

En the light of the Supreme Court's decision in C'ommissior&er v. 

C4y gj, '. 8romr&& 880 U. S. 566, Ct. D. 1904, C. B. 1965 — 2, 282, the Internal 

Revemie Service has reexamined its position set forth in the last para- 

6 ' ll f t' Rl fdd. d t dO 5. 5, 165 
~ Based on Teo nina 
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graph of Revenue Ruling 54 — 420, C. B. 1954 — 2, 128, in the exempt 
foundation-bootstrap purchase area. 

Generally, the factual pattern of these cases involves a "sale" of all 
the stock of a going commercial business to a foundation claiming 
exemption under section 501 of the Internal Revenue Code of 1954. 
Pursuant, to plan, the corporation is liquidated and its assets are 
"leased" to a new operating company which will manage and operate 
the business. The operating company then pays a major portion of 
the business' profits to the foundation as "rent. " The foundation pays 
the "purchase price" due the original "sellers" out of these payments 
received fi om the operating comp~any, 

In a series of cases culminating in the Clay Brown decision by the 
Supreme Court, the Government contested the right of the "sellers" 
to treat the transaction as a sale for capital gains purposes. Noting 
that in the case before it there was no finding that the purchase price 
payable by the foundation was excessive, the Supreme Court in C4y 
Bromo@ held that. tliere was a sale of stock, entitling the sellers to cap- 
ital gains treatment. 

TKe Clay Brcrum decision does not, extend to cases where the amount 
payable to the "sellers" for their stock is in excess of the fair market 
value of the stock. In cases of this type the Service will continue to 
resist what is in substance an attempt to convert future business profits 
to capit, al gains. 

This Revenue Ruling is applicable only to the "sellers. " The po- 
sition of' the Service as to the tax consequences to other participants 
in these transactions remains unchanged and will be further developed 
to the extent necessary. 

The last paragraph of Revenue Ruling 54 — 420 is modified to make 
the conclusion denying capital gains treatment applicable only to 
those cases where the consideration for the stock "sold" is in excess 
of the fair market value of the, stock. 

Method of computing the period during which a, capital asset must 
be held in order to have been "held for more than 6 months. " See Rev, 
Rul. 66 — 7, below. 

Holding period of debentures and other securities. See Rev. Rul. 
66-07, pa~ge 100. 

SECTION 1223. — HOLDING PERIOD OF PROPERTY 

Rev. Rul. 66-7 26 CFR 1. 1223 — 1: Determination of period for 
which capital assets are held. 

(Also Sections 1222, 1231, 7805; 1. 1222 — 1, 
1. 1231-1, 301. 7805-1. ) 

A capital asset which is acquired on the last day of any calendar 
month, regardless of whether the month has 31 days, must not be 
disposed of until on or after the first day of the seventh succeeding 
month of the calendar in order to have been "held for more than 6 
months, " within the nieaning of sections 1222 (3) and (4) of the 
Internal Revenue Code of lfio4. 
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The same rule applies in determining holding periods of property 
or purposes of section 1281 of the Code. 
f T. 398o, C. B. 1949 — 2, 51, aruplified. 

Advice has been requested as to when a capital asset will have been 
held for more than 6 months within the meaning of sections 1222 (8) 
and (4) of the Internal Revenue Code of 1054, particularly where the 
asset was acquired on the last day of a calendar month which has less 
than 81 days. 

Section 1222 (8) of the Code provides, in part, that the term "long- 
term capital gain" nieans gain from the sale or exchange of a capital 
asset held for more than 6 months and section 1. '. &2 (4) of the Code 
provides, in part. that the "long-term capital loss" means loss from the 
sale or exchange of a capital asset he/&1 for more than 6 mon ths. 

It is well a~nd long established that, in computing a period of 
"years" or "inonths" prescribed, in a contract or statute, "from" or 
"after" a designated day, date, act, or other event, the day thus desig- 
nated is excluded and the last day of the prescribed period is included, 
unless a diff'erent intent, is definitely evidenced. See I. T. 3287. C. B. 
1989 — 1 (Part 1 ), 188. 

I. T. 8985, C. B. 1049 — 2, 51, states the position of the Internal Revenue 
Service that the determination of the holding period of "capital assets" 
under sections 117 (a) (2), (8), (4), (5), and (h) (4), of the Internal 
Revenue Code of 1089, must, be niade with reference to calendar months 
and fractions thereof, rather than with reference to days. The ruling 
was concerned primarily mith the d etermination of the total liolding 
period of securities purchased. and sold where the provisions of section 
117 (h) (4) of the 1989 Code, relating to "wash sales, " were applicable. 
Although similar provisions are not involved in the instant case, the 
principles enunciated in that ruling apply here. Furthermore, al- 
though I. T. 3287 was not cited in I. T. 8085 the rule stated in the former 
was actually applied in all the appropriate illustrative examples of the 
latter, that is, in examples 1 through 6. 

In view of the foregoing, it is concluded that the holding period 
of a capital asset begins to run on the day following the date of ac- 
quisition of the asset involved. Accordingly, a capital asset acquired 
on the last day of any calendar month, regardless of whether the 
month has 81 days or less, must not be disposed of until on or after 
the first day of the seventh succeeding month of the calendar in order 
to have been "held. for more than 6 months" within the meaning of 
sections 1222 (8) and (4) of the Code. For example, an asset acquired 
on April 80, 1968, must not have been disposed of bef ore november 1, 
1968, in order to have been held for more than 6 months. 

I. T. 8085, C. B. 1940 — 2, 51, is hereby amplified for the purpose of 
determining when a capital asset has been held for more than 6 months 
where the asset was acquired on the last day of a inonth having less 

than 81 days. 
nie rule applies in determining holding periods of propertv 

for purposes of section 1231 of the Code. 
piirsiiant to;liltllol ity contained in section 7805 (b) of the Code 

liipiaisjoiis of this Revenue Ruling mill be aPPlicable with resPect 

to dispositions of property after April 10, 1066. 
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(Also Section 1222; 1. 1222 — 1. ) Rev. Rul. 66 — 97 

The holding period for debentures acquired by purchase, whether 
on a registered securities exchange or in the "over-the-counter" 
market, is to be determined by excluding the "trade date" on which 
the debentures are acquired and including the "trade date" on 
which the debentures are sold. 

The same rule applies generally in determining holding periods 
of stocks and securities acquired by purchase. 

Advice has been requested regarding the holding period of de- 
bentures and as to whether there is a distinction between a trade ef- 
fected on a registered securities exchange and a trade made in the 
"over-the-counter" market. 

The taxpayer purchased for investment certain debentures on the 
same day in an "over-the-counter" trade and a trade eRected on a 
registered securities exchange. There are two relevant dates in con- 
nection with such security transactions: (1) the "trade date" — the 
date on which the contract to buy or sell the security is made and (2) 
the "settlement date" — the date on which the security is delivered and 
payment is tendered. In many cases settlement takes place a Axed 
number of days after the trade. In transactions involving bonds, notes 
or other evidences of indebtedness, the buyer pays the interest accrued 
on the security to the date of settlement as a part of the consideration 
for the transfer. However, bonds as well as stocks are considered 
acquiI+d or sold on the respective "trade dates. " See I. T. 3442, C. B. 
1941 — 1, 212. I. T. M87, C. B. 1939 — 1, 138, states that the period during 
which an asset was held is to be computed by excluding the day on 
which the asset was acquired and including the day upon which it 
was sold. See also I. T. 8705, C. B. 1945, 174, and Revenue Ruling 
66 — 7, page 188, this Bulletin. This rule applies whether the trade is 
made on a registered securities exchange or in the "over-the-counter" 
market. 

Accordingly, the holding period for debentures acquired by pur- 
chase, whether on a registered securities exchange or in the "over-the- 
counter" market, is to be determined by excluding the "trade date" on 
which the debentures are acquired and including the "trade date" on 
which the debentures are sold. 

The same rule applies generally in determining the holding periods 
of stocks and securities acquired by purchase. 

PART IV. — SPECIAL RULES FOR DETERMINING CAPITAL GAINS AND I OSSES 

SECTION 1281. — PROPERTY USED IN THE TRADE OR 
BUSINESS AND INVOLUNTARY CONVERSIONS 

26 CFR 1. 1231 — 1: Gains and losses from the 
sale or exchange of certain property used 
in the trade or business. 

Method of computing the period during which section 1231 property 
must be held in order to have been "held for more than 6 months' 
See Rev. Rul. 66 — 7, page 188. 



191 [$ 1244. 

C&ION 1~4. — LOSSES ON SMALL BUSINESS STOCK 
~6 CFR 1. 1244(c) 1: . Section 1944 stock defined. Rev. Rul. 66 — 67 

minutes of a board of directors' meeting can qualify as a "Plan" within the meaning of section 1244(c) (1) (A) of the Internal Revenue Code o f 19fi4 if they contain all of the required elements of a "plan" as specified in that section of the Oode and the regulations thereunder. 
However, the minutes of a corporation's board of directors' meet- 

ing, which merely authorized the issuance of common stock and failed to specify the maximum amount to be received or the partic- ular period of time during which the stock would be ofFered, do not 
qualify as a "plan" ivithin the meaning of section 1244(c) (1) (A. ) of the Code. 

Advice has been requested mhether the minutes of a corporation's 
board of directors' meeting can ever qualify as a "plan" within the 
meaning of section 1244(c) (1) (A) of the Internal Revenue Code of 
1954 and, if so, whether the minutes described below so qualify. 

A corporation divas organized on January 1, 1964. The minutes of 
the initial board of directors' meeting show that a resolution mas 
passed which. authorized the board of directors to issue a certain 
amount of unsubscribed capital common stock in the corporation, in 
such amounts, ;it such times and for such terlns as the board of di- 
rectors may deeni necessary for the business of tile corporation. 

Between January 1, 1964, and March 81, 1964, the board of directors 
caused one hundred shares of conunon stock in the corporation to be 
issued pursuant to the above-mentioned resolution. 

Section 1244 of the Code provides that in certain cases a loss on 
"section 1244 stock" may be treated as an ordinary loss. Section 
1244(c) (1) (A) of the Code provides, in part, that the term "section 
1944 stock" means common stock in a domestic corporation if such 
corporation adopted a plan after June 80, 1958, to o8er sucli stock for a 
period (ending not later than 9 years after the date such plan was 
adopted) specified in the plan. 

Section 1. 1244(c) — 1(c) of the Income Tax Regulations provides, in 
part, as follows: 

Written plan. — (1) The common stock must be issued pursuant to a written 
plan adopted by the corporation after June 30, 1958, to offer only such stock 
during a period specified in the plan ending not later than two years after the 
date the plan is arlopted. " " * The plan must specifically state, in terms of 
dollars, the maximum amount to be received bv the corporation in consideration 
for the stock to be issued pursuant thereto. 

The minutes of a board of directors' meeting can qualify as a "plan" 
within the meaning of section lo44(c) (1) (A) of the Code if they 
contain all of the required elements of a "plan" as specified in that. 
section of the Code and the regulations thereunder. 

The miliutes of tlie board of directors' meeting in this case contained 
merely a resolution which authorized the directors to issue, at, their 
discretion a certain amo unt of capital common stock. The resolution 
failed to establish i period of time during which the stock would b 

offere for sale, ivhich period mould expire not tater than 2 years from 
the date of the resolution. Furl'her, it did not specify, in terms of 
dollars the maximum amount to be received as consider~ation for the 

stock. 
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A. ccordingly, the minutes of the corporation's board of directors jn 
this case do not qualify as a "plan" within the meaning of section 
1244(c) (1) (A) of the Code and section 1. 1244(c) — 1(c) of the 
regulations. 

SUBCHAPTER Q. — REAMUSTMENT OF TAX BETWEEN YEARS AND 
SPECIAL LIMITATIONS 

PART IV. — WAR LOSS RECOVERIES 

SECTION 1332. — INCLUSION IN GROSS INCOME OF WAR 
LOSS RECOVERIES 

Rev. Rul. 66 — 115 26 CFR 1. 1332 — 1: Inclusion in gross income 
of war loss recoveries. 

(Also Part II, Section 127(c); Regulations 
118, Section 39. 127 (a) — 1. ) 

A series of questions is answered by the Internal Revenue Service 
relative to the tax treatment of awards received by corporations 
from the Foreign Claims Settlement Commission under the War 
Claims Act of 1948, as amended. 

Advice has been requested ivith respect to the tax consequences of 
awards received by claimants from the Foreign Claims Settlement 
Commission, under the circumstances described below, as the result. 
of the enactment, of Public Law 87 — 846, approved October 22, 1962 
(76 Stat. 1107) i C. B. 1962 — 3, 205. 

Public Law 87 — 846 amended the War Claims Act of 1948 (62 Stat. 
1240) to authorize the Foreign Claims Settlement Commission of the 
United States to determine certain claims of nationals for payments 
of losses arising out of' World War II for loss, destruction, or physi- 
cal damage to real property and items of identifiable tangible personal 
property located in certain countries of Europe and the Far East. The 
Foreign Claims Settlement Commission is the primary agency con- 
cerned in the administration of the act and is charged with the respon- 
sibility of reducing a gross award by the amount of related tax bene- 
fits. Assist, ance ha~s been requested of the Internal Revenue Service in 
the determination of prior tax benefits and the tax consequences of 
awards made in certain situations. 

Section 206(a) of the act provides, in e8ect, that the Commission, 
in determining the amount of' any award, shall deduct all amounts the 
claimant has previously received on account of the same loss (or losses) 
for wliich an award is sought under the act. . 

Section 206(b) of the act provides that each claim in excess of 
$10, 000 filed under title II of the act by a corporation shall include a 
statement under oath disclosing the aggregate amount of Federal tax 
benefits derived by such corporation in any prior taxable year or years 
resulting from any deduction or deductions claimed for the loss 
or losses with respect to which the claim is filed. The subsection fur- 
ther provides that in determining the amount of any award where the 
allowable loss exceeeds $10, 000 there shall be deducted an amount equal 
to the aggregate of the amounts by which the claimant's taxes for 
such year or years under chapters 1, 2A, 2B, 2D, and 2E of the Internal 
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nue Code of 1939 or subtitle A of the Internal Revenue Code of 
of the 

wei'e decreased with respect to such loss or losses. Section 206(b) 
e act concludes with a provision that any payments made on an award ~educed by i'eason of the foregoing requirements are to be 

exempt from Federal income taxes. 
It is presumed that the Federal tax benefits described in section 

206(b) of the act refer primarily to reductions of the amount of prior Federal taxes w[iich were obtained by reason of the provisions of sec- 
tion 127 of the 1939 Code, relating to war losses. Thus, the question 
is principally directed to the ultimate effect of prior tax benefits based 
on such losses which were obtained under section 127 of the 1939 Code 
siiice these benefits are to be taken into account by the Foreign Claims 
Settlement Commission under section 206 (b) of the act in determining 
the amount of an aii ard to a claimant. 

Under section 127(a) (2) of the 1939 Code, property located in a 
country against which the United States has declared war or in a coun- 
try under enemy control on the date of declaration of war is deenied de- 
stroyed or seized. A. loss deduction resulting from this provision 
which produced a tax reduction in the taxable year in which the loss 
w;is sustained or in any other taxable year affected by such loss, such 
as one affected by a net operating loss carryback from such year, is 
considered to be a tax benefit, to the extent of the tax reduction, witliin 
the meaning of section 206(b) of the act, the amount of which tax 
reduction is to be deducted from the otherwise allowable loss found 
by reducing the amount of the gross loss by the amount of prior loss 
recoveries, if any, pursuant, to section 206(a) of the act. 

Eiowever, an additional adjustment is necessary where the taxpayer 
has had a prior war loss recovery which ivas taxable in accordance 
with the provisions of section 1331 and section 1332 or section 1333 
(as the result of an election under section 1335) of the 1954 Code (or 
corresponding provisions of the 1939 Code). In such a case, the 
amount of tax benefit attributable to the war loss for purposes of. 
section 206(b) of the act is confined to the tax benefit remaining after 
taking into account the tax consequences resulting from the prior war 
loss recovery. Thus, the net amount of the tax benefit (for purposes 
of the deduction required by section 206 (b) of the act) is to be found by 
subtracting from the, amount which would otherwise constitute the 
tax benefit attributable to the war loss in question the amount of any 
additional tax resulting from the applicability, for example, of section 
1332 of the 1954 Code to a prior recovery. 

The following situations and resulting Federal income tax con- 
sequences, while not all inclusive, are generally representative of the 
cases which have been or may be encountered in connection with the 
application of the War Claims Act, as amended. As used in these 
situations, the term "Federal income tax" refers to all applicable 
taxes under the above-cited chapters of the 1939 Code and under sub- 
title A of the 1954 Code. 

SiYvxrioN ( ). W Corporation sustained a war loss within the 
meaning of section 127(a) (2) of the 1939 Code of a single p' f 
propeity. EIowever, tile loss did 
reduced tile amouilt of tax due as shown on tile taxpayer's returil. A 
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cash award was made by the Foreign Claims Settlement Commission 
to the taxpayer. 

Answer. Since the war loss did not result in any Federal income 
tax reduction, W Corporation received no tax benefit within the mean- 
ing of section 206(b) of the act and there was no reduction in the 
amount of the award trom the Foreign Claims Settlement Commission 
by reason of that section. No portion of the award is excludab]e from 
gross income under section 206(b) of the act. However, the award is 
a recovery within the meaning of section 1832 of the 1954 Code and 
its taxability is determined in accordance with the provisions con- 
tained therein. 

SiTiiiiTzox (2). Z' Corporation sustained a war loss within the 
meaning of section 127(a) (2) of the 1939 Code of a single piece of 
property. The amount of the. loss was 5a dollars. The portion of the 
loss which resulted in a deduction which reduced taxpayer's Federal 
income tax for the year of the loss amounted to 4z clo]lars and tax- 
payer's income tax was reduced by 2x dollars. Prior to applying the 
provisions of section 206(b) of the act, t. he Foreign Claims Settlement 
Commission determinecl that the gross~ award to the taxpayer for his 
c]aim should be in the amount of 5x dollars. 

Ansioer. The gross award approved by the Foreign Claims Settle- 
ment Commission in the amount of 5z dollars was reduced by the 
amount of Federal income tax benefits previously received, an income 
tax reduction here of 2z do]lars which resulted from the deduction of 
4x dollars of the loss. Consequently X Corporation's net award de- 
termined by the Foreign Claims Settlement Commission of 3x dollars 
(5x clo]lars less 2x dollars) is exempt from tax under section 206(b) 
of the act. 

SiTiiiirzoN (8). E' Corporation sustained a war loss within the 
meaning of section 127(a) (2) of the 1939 Code of a single piece of 
property in the amount of 12x dollars. A reduction ot income tax of 
E' Corporation of 4x dollars resulte&l froin the deduction of 10x dollars 
of the war loss, the remaining 2z do]lars of the war loss not result- 
ing in any tax benefit to O' Corporation. In a subsequent taxable year 
prior to its present. claim with the Foreign Claims Settlement Com- 
mission, E' Corporation experienced a recovery with respect to the war 
loss in t]ie amount of 5a dollars, 2z dollars of which was excluded from 
its taxable income for that taxable year (12m dollars less 10z dollars 
being 2x dollars) and 8z dollars of which resulted in an increase of 
Federal income tax of 1x dollars for that, year pursuant to section 
13M of the 1954 Code. 

Answer. Since the taxpayer received a prior recovery of 5x dollars 
on account of the same loss, the Foreign C]aims Settlement Commis- 
sion first reduced the gross aware] of 12m dollars determined by it with. 
respect to the loss by the amount of such 5x dollars pursuant to the 
provisions of section 206 (a) of the act, leaving an amount of 7x dollars. 
Under section 206(b) of the act, the Commission determined that the 
prior tax benefit of 4z dol]ars ha~d been reduced by the increase of tax 
of la dollars in the taxable year of. the, prior recovery of 5x dollars. 
resulting in a net tax benefit of 3x dollars by which the gross award of 
7x dollars was to be reduced. Hence, the net award determined by 
the Commission of 4x dollars (7z dollars less Bz dollars) is exempt 
from Federal income taxes under section 206(b) of the act. It will 
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be p«d that a similar computation should have been made by the 
FOI ei Claims Settlement, Commission if the prior recovery had re- 

d» an increase in Federal income tax in the taxable year of re- 
covery as the result pf the. provisions of section 1333 of the 1054 Code 
( «election had been made by the taxpayer in accordance with the 
provisions of section 1335 pf the 1054 Code) except that the amount 
of the reduction of the piipi' tax benefit. might have been difFerent. 
This would depend on whether the increase of the Federal income tax 
of the taxpayer for the taxable year of recovery under section 1333 of 
the 1054 Code was other than the amount of lz dollars actually found 
in connection with the application of section 1332 of the 1054 Code to 
the recovery. 

SITIIATION (4), Z Corporation sustained a war loss within the 
me, lning of section 127(a) (2) of the 1030 Code of two properties in the 
amount of 8z dollars «nd 4x dollars, respectively. The total amount 
of the loss was deducted by Z Corporation on its i eturn and its tax was 
reduced 6x dollars thereby. Z Corporation's claim in the amount of 
4x dollars covering the loss of the second property was approved by 
the Foreign Claim~s Settlement, Commission in an amount of 3x dollars. 
There was no award wit11 respect to the first property. 

Atisvoer. AVhere a wai' loss deduction is taken v-ith respect to two 
or more properties and an award is made for only one property, the 
amount of the reduction in the award of the Foreign Claims Settle- 
ment Commission for any prior tax benefit is determined by the Com- 
mission by reference to the portion of the prior tax benefit attributable 
to the deduction taken for the loss on the property for which the award 
is to be made. Thus, Z Corporation is considered to have a tax benefit 
of 2x dollars attributable to the loss on the property for which the 
Foreign Claims Settlement Commission has made an award since 4x 
dollars bears the same ratio to the total loss of 12m dollars as 2z dollars 
bears to the total prior tax benefit of 6x dollars. The gross award of 
3x dollars was therefore reduced by 2z dollars and the balance of fz 
dollars is excludable from gross income under section 206 (b) of the act. 

SUBCHAPTER R. — ELECTION OF CERTAIN PARTNERSHIPS AND 
PROPRIETORSHIPS AS TO TAXABLE STATUS 

SECTION 1361. — UNINCORPORATED BUSINESS ENTER- 
PRISES ELECTING TO BE TAXED AS DOMESTIC 
CORPORATIONS 

Rev. Rul. 66 — 25 26 CFR 1. 1361 — 5: Election irrevocable. 
(Also Sec. tions 331, 351; 1. 331 — 1, 1. 351 — 1. ) 

Federal income tax consequences of a transfer of the assets of a 
partnership, which had elected to be taxed as a corporation under 

section 1361 of the Internal Revenue Code of 1054, to an 'actual 
corporation. 
'ce has been requested reganlin« the Federal income tax conse- 

A. dvice las 
(luences o a r f a trailsfeI' of the assets of a partnership, which had elected 

t be t, 
' 

(1 ~s a corporation under ~tion 1361 of the Internal Revenue 
tp an actual corporation under the circumstances de- 

scribed beloiv 
226-6SS' — 66 — I4 
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In 1()60, a partnership, consisting of individuals A and B, made an 
election under section 1361 of the Code to be taxed as a domestic 
corporation. 

In 1964, the enterprise ceased doing business as a partnership and all 
of its assets were transferred to an actual corporation, organized by A 
and B, in exchange for stock sufhcient to give A and B control of the 
new corporation within the meaning of section 368(c) of the Code. 
Thereafter, the business formerly conducted by the partnership was 
carried on by the corporation. 

Section 1361(a) of the Code provides, in efFect, that, if certain 
qualifications are met, the proprietor or the partners of a~n unincor- 
porated enterprise eng~aged in the operation of a trade or business may 
elect to have the enterprise treated as a domestic corporation for 
Federal income tax purposes. However, section 1361(m) of the Code 
provides, in part, that, with certain exceptions not here pertinent, a 
"section 1361 corporation" shall not be considered a corporation for 
purposes of parts III and IV of subchapter C of the Code, relating to 
corporate organizations and reorganizations. 

Section 1. 1361 — 5(b) of the Income Tax Regulations provides, in 
part, that, if the owners of a section 1361 corporation "* " ~ cease 
conducting the business of the enterprise in an unincorporated form the 
election terminates and the assets of the enterprise are deenied to have 
been distributed to the owners in a complete liquidation of the section 
1361 corporation. The ell'ect of the liquidation on the owners shall be 
determined under the provisions of section 331, 334(a), and, in appro- 
priate cases, 341. Therefore, if a, substantial part of the business is 
transferred to an actsial corporation, the transaction shall be treated 
as if immediately before tIie transfer all of the assets of the enterprise 
had been distributed to the owners in a complete liquidation. Ac- 
cordingly, the transfer of the assets to the actual corporation shall be 
treate as a transfer made by tlie owiiers in their individual capacities 
immediately after the liquidation. ' 

Section 331(a) (1) of the Code provides that amounts distributed 
in partial or complete liquidation of a corporation will be treated as 
in full payment in exchange for the stock of the corporation. 

Section 1. 331 — 1(b) of the regulations provides, in part, that the gain 
or loss recognized to a sliareholder from a distribution in partial or 
complete liquidation will be subject to the provisions of sections 1201 
througli 1223 of the Code, relating to capital gains and losses. 

Section 334(a, ) of the Code prov~ides the general rule that if property 
is received in a distribution in partial or complete liquidation (other 
than a distribution to which section 333 of the Code applies), and if 
gain or loss is recognized on receipt of such property, then the basis of 
tahe property in the hands of the distributee shall be the fair market 
value of such property at the time of the distribution. 

Section 351 of the Code, which is in part III of subchapter C of the 
Code, provides, in part, as follows: 

(a) GENERaL RNLE. — No gain or loss shall be recognised if property is trans- 
ferred to a corporation by one or more persons solely in exchange for stock or 
securities in such corporation and immediately after the exchange such person 
or persons are in control (as defined in section 868(c) ) of the corporation. . ~ * * 

t 

(d) CRoss REEERKNCEs. 
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For the basis of stoep, securities, or property received in an exchange to 
which this section applies, see sections 3~8 and 362. 

. »» isw of' the specific language of section 1. 1361 — 5(b) of the regula- 
tio»s, the partnership's election under section 1361 of the Code termi- 
nated, and the assets of the enterprise are deemed to have beeii 
distributed to I and B in a complete liquidation, on the date that the 
assets of the enterprise were transferred to the actual corporation. 

It, is assumed tliat there are no facts which ivould require taxing the 
distribution in liquidation under section 841(a) of the Code. 

In accordance with the provisions of section 1. 1861 — 5(b) of the 
regulations, the eA'ect of the liquidation on A;ind B will be determined 
under sections 381 and 834(a) of the Code and the transfer of the 
assets to the actual corporation is treated as a transfer made by A and 
B in their individual capacities immediately after the liquidation. See 
Estate of David 11 cia, 40 T C. 454 (1968), a%rmed per curiam 880 Fed. 
(2d) 957 (1964) and Estate of J. 0. Willett, T. C. Memo. 1964 — 125. 

Based on the foregoing, it is held as follows: (1) Under section, '381 
of the Code, the gain or loss recognized to A and B from the distribu- 
tion in liquidation is subject to the provisions of section 1201 through 
1223 of the Code, relating to capital gains and losses; (2) under section 
834(a) of the Code, the basis of the property of the partnership in the 
hands of A and B is its fair market value at the time of the distribu- 
tion; (8) under section 851(a) of the Code no gain or loss will be 
recognized to A and B upon the transfer of the property received in 
the liquidation of the partnership to tlie corporation in exchange for 
its stock; (4) under section 862(a) of the Code, the basis of the prop- 
erty transferred to the corporation will be the same in its hands as the 
basis of the property in the hands of A and B immediately prior to the 
transfer; and (5) under section 858(a) (1) of the Code, the basis of 
the stock of the corporation received by A and B will be the same as 
the basis of the property transferred in exchange therefor. 

Any earned but, unreported income of the unincorporated enterprise 
at the time of the liquidation (incorporation), is includible in the gross 
income of the unincorporated enterprise in its final return. See Estate 
of David Wein, sutica, Henry A. Kuclcenherg, Transferee, et al. v. 
Commissionei, 35 T, C. 478 (1960), alarmed in part, 809 Fed. (2d) 202 
(1962), certioi'ari denied, 373 U. S. 909 (1968), and J'nd Plnnibing ct 

Heating, Inc. v. Comniissioner. 5 T. C. 127 (1945), aflirmed, 158 Fed. 
(2d) 681 (1946). 

SUBCHAPTER S. — ELECTION OF CERTAIN SMALL BUSINESS CORPO- 
RATIONS AS TO TAXABLE STATUS 

SECTION 1372. — ELECTION BY SMALL BUSINESS 
CORPORATION 

Rev. Rul. 66 — 68 26 CFR, 1. 1872 — 2: Manner and time for mak- 

ing election and filing shareholders' consent. 
so Section 441 j 1 44 ) 

a newly organized corporation, made a timely election under 

section 1372 (a) of the Internal Revenue Code of 1954 for its first tax- 
ble yeai' by filing Form 2553, Election by Small Business Corporation, 
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and a statement of consent of each shareholder of the corporation. 
X indicated on the Form %53 that its first taxable year should be a 
fiscal year ending January 81, 1966; However, on D'ecember 15, 1965, 
X filed a return for a taxable year ending on September 80, 1065. 

Held, the election under section 1372(a) of the Code is not a6'ected 
by the adoption of an initial annual accounting period different from 
that specified on the Form 2558. Held further, the statement on 
Form 9558 that X's first taxable year iras to end on January 81, 1006, 
did not, constitute the adoption of a taxable year ending on that date, 
but the adoption of X's first taxable year rt as efFected through the 
filing of a timely return for the period covered by such return. 

90 CFR 1. 1872 — 8: Shareholders' consent. Rev. Rul. 60 — 116 

The custodian holding stock for a minor under the Uniform Gifts 
to Minors Act or the Model Gifts of Securities to Minors Act can- 
not consent, in that caps, city, to an election under subchapter S of the 
Internal Revenue Code of 1054. However, the consent of a minor to a 
corporation's election as a subchapter S corporation under section 
187o of the Code may be made by the minor's legal guardian, or his 
natural guardian if no legal guardian has been appointed. Therefore, 
if the custodian is also the minor's guardian, the consent, may be made 
by him in the capacity of legal guardian or natural guardian, as the 
case may be. 

SECTION 1875. — SPECIAL RULES APPLICABI. K TO DIS- 
TRIBUTIONS OF ELECTING SMALL BUSINESS CORPO- 
RA. TIONS 

90 CFR 1. 1875 — 4: Distributions of previously 
taxed incolne. 

Rev. Rul. 66 — 179 

Wvhere stock in an electing small business corporation is owned by 
spouses as tenants by the entirety, each spouse's net share of the 
corporation's undistributed taxable income is determined in accord- 
ance with the applicable state law, and upon the death of a spouse, 
the decedent's right to receive distributions not considered dividends 
under section 1374(d) of the Internal Revenue Code of 1054 lapses 
and is uot available to the survivor. The same reasoning is ap- 
plicable where the stock is held in a joint tenancy and in community 
property states where the surviving spouse acquires exclusive 
oivnership of the stock. 

Advice has been requested concerning the amount of a surviving 
spouse's net share of undistributed taxable income as defined in section 
1875(d) of the Internal Revenue Code of 1954 under the following 
facts. 

Decedent, , H, and his wife, EV, owned all of the outstanding stock of 
X corporation as tenants by the entirety. X corporation, which re- 
ports its 'income on a calendar year basis, has qualified as an electing 
small business corporation subject to the same election since January 
1, 1962. As of December 81, 1961, X corporation had accumulated 
earnings aid profits of 100m dollars. In each of the years 1962, 1968, 
and '1064 X corporation had undistributed taxabl'e income, as defined 
in section 1878(c) of the Code, 

' 

of 90m dollars. Under the la'ws of 
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the S ate of Y where the taxpayers are domiciled, income from 
ty»eld in a tenancy by the entirety is required to be divided 

qua y between the spouses. H and W each reported their respective a»»are of undistributed taxable income, as required by sec tion 1878 (a) of the Code, on joint returns filed for each of the calendar 
years involved. H died on June 30, 1965& and W became the exclusive 
owner of the stock in X corporation by reason of her right of survivor- 
ship. ~Y corporation had no net earnings or losses for 1965 and made 
a cash clistribution of 60m dollars to W on December 31, 1965. Under 
these facts it has been asked whether the entire 60m dollars distributed 
to W on December 81, 1965, may be treated as her net share of X cor- 
poration's undistributed taxable income previously taxed to share- 
holders and hence will be considered a distribution which is not a 
dividend under section 1875 (cl) of the Code. 

Section 1. 1871 — 1 (d) (2) of the Income Tax Regulations provides, 
in part, that where a husband and wife are joint owners of stock in 
an electing small business corporation, each will be considere&l a share- 
holder for purposes of section 1878 (a) of the Code, relating to the 
inclusion in the shareholder's gross income of the corporation's un- 
distributed taxable income. 

Section 1878 (b) of the Code, provides, in part, that a shareholder 
of an electing small business corporation on the last day of a taxable 
year of such corporation shall include in his gross income, for his 
taxable year in which or with which the taxable year of the corpora- 
tion ends, the amount he wouM have received as a dividend, if on such 
last day there had been distributed pro rata to its shareholclers by such 
corporation an amount equal to the corporation's undistribute&l taxable 
income for the corporation's taxable year. 

Section 1875 (d) (1) of the Cocle, provides, in part, that an electing 
small business corporation may distribute to any shareholder all, or 
any portion, of the shareholder's net share of previously taxed income 
and that any such distribution shall, for income tax purposes, be con- 
sidere&l a distribution which is no&t a dividend. 

Section 1875 (d) (2) of the Code, provides, in part, that a share- 
holder's net share of the undistributed taxable income of an electing 
small business corporation is determined, with certain adjustments, 
by reference to the sum of the amounts included in the gross income 
of the shareholder under section 1878 (b) of the Code for all prior 
taxable years in which the corporation was subject to the same election. 

Section 1. 1875 — 4 (e) of the regulations provides that a, shareholder's 
right to nondividend distributions is personal and cannot in any man- 
ner be transferred to another. If a shareholder transfers part. , but 
not all, of his stock in an electing small business corporation, his net, 
share of previously taxed income is not reduced by reason of the 
transfer, and the transferee does not acquire any part of such net, 
share. If a shareholder transfers all of his stock in an electing small 
business corporation, any right which he may have harl to nondividend 
treatment upon the receipt of distributions lapses entirely unless he 
again becomes a shareholder in the corporation while it is subject to 
the same election. This result is applicable in all cases, notwithstand- 
ing that the transfer was by sale, gift, bequest or operation of law. 

Since a shareholder's net share of an electing small business cor- 
poration s undistributed taxable income previously taxed to him is 
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determined by reference to the amounts required to be included in 
the gross income of the shareholder for his prior taxable years under 
section 1873(b) of the Code, and since, under the applicable state law, 
W', as co-owner of. the stock in X corporation, was entitled to one-half 
of the dividends on the stock, it follows that on December 81, 1965, 
her net, share of undistributed taxable income available for distribu- 
tion as a distribution not treated as a dividend under section 1875 
(d) (1) of the Code is limited to 80m dollars. H's right to receive 
distributions not treated as dividends (80a: dollars), which was per- 
=onal to him, lapsed at his death and does not pass to his surviving 
spouse, W', who acquired exclusive ownership of the stock by reason 
of her right of survivorship. That H and II' filed joint returns does 
not afYect the foregoing result, , since a joint return is the return of 
two separate taxpayers. See section 1. 6013 — 4(b) of the regulations. 

Accordingly, 80x dollars of the 60m dollars distributed to W is con- 
sidered a distribution which is not a dividend, and 80m dollars is a 
distribution from accumulated earnings and profits taxable as a 
dividend. 

Furthermore, the same result would be applicable if TV had acquired 
absolute ownership of the X corporation stock as a surviving joint 
tenant with right of survivorship, or as a surviving spouse in a com- 
munity property state, and if prior to her acquisition of absolute 
ownership one-half of the corporation's undistributed taxable income 
had been included in her gross income pursuant to section 1878 of the 
Code. 

SUBCHAPTER T. — COOPERATIVES AND THEIR PATRONS 

PART I. — TAX TREATMENT OF COOPERATIVES 

SECTION 1881. — OR6ANIZATIONS TO WHICH PART 
APPLIES 

Rev. Rul. 66 — 98 26 CFR 1. 1881 — 1: Organizations to which part 
applies. 

(Also Sections 1882, 1888; 1. 1882 — 2, 1. 1888 — 1. ) 
A financing corporatiou which purchases accounts receivable with 

recourse froru all its department store members at face value (of 
which an amount is deducted as a holdback and credited to a 
reserve account); charges all members the same discount rate based 
on the net dollars actually paid for the accounts receivable (face 
amount minus holdback); charges its members approxiruately the 
same discount rate they would have to pay if they discounted their 
accounts receivable on an independent basis with independent 
factors; distributes its net savings ratably to its members on the 
basis of the discounts charged them pursuant to a preexisting obli- 
gation; and otherwise operates on a cooperative basis, is an 
organization described in section 1881(a) of the Internal Revenue 
Code of 1954. F'urthermore, cash distributions made to the 
member-patrons by the corporation, which are based on the dis- 
counts charged each member as compared with the total discounts 
charged all members, are patronage dividends as defined in section 
1&88(a) (1) of the Code and thus are deductible from the corpora- 
tion's gross income to the extent provided in section 1882 of the Code. 
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T»e Internal Revenue Service has been asked whether a corporation 
cli conducts a financing activity in the manner described below is 

operatiiig on a cooperative basis and whether annual cash distributions 
pai«o its members are patronage dividends. 

createcl by cei t ain depai tmeiit stores 
to purchase their accounts receivable. thus supplying its member- 
patrons with working capital. The corporation purchases the 
accounts receivable with recourse and cliarges a so-called "discount ' 

equal to a specified rate of interest on the monthly unpaid balance of 
such accounts. This discount is paid by each member monthly on a 
"settlement date. " 

All members sell their accounts receivable to the financing corpora- 
tion at face value. Ho~ever, an amount designated as a holdback is 
deducted from the face amount of the receivables and credited to a 
reserve account. The holdback is based on the loss experience of each 
individual store and thus varies from member to member. However' 
the "discount" charged is the saine to all members and is based on the 
net dollars — the face amount of the receivables minus the holdback— 
actually paid to the members at the time the receivables are purchased. 
The "discount" charged is approximately the same as the member 
stores would have to pay if they discouiited their receivables on an incle- 
pendent basis with independent factors. 

The corporation's articles obligate it to distribute in cash a pro- 
portionate part of its annual net s~avings to each of its members in the 
ratio that the "cliscounts" charged such member bear to the total 
"discounts" charged all of the members. 

Section 1881 (a) (2) of the Internal Revenue Code of 1954 provicles, 
with exceptions not material here, that. any corporation operating on a 
cooper ative basis shall be subject to the tax treatment provided in part 
I of subchapter T, chapter 1 of the Code, which includes among its 
provisions section 1 882 of the Code. 

Section 1382 (b) ( 1 ) of the Code provides& in part, that in detel'llilil- 
ing the taxable income of a cooperative there shall not be taken into 
account amounts paid during the payment, period for the taxable year 
as patronage diviclends with respect to patronage occurring during 
such taxable year. Such amounts are treated as deductions in the. 
Income Tax Regulations. See section 1. 1382 — 1 of the regulations. 

Section 1888 (a) (1) of the Cocle provicles that. the tenn "patronage 
dividend" means an amount, paid to a patron by a cooperative on the 
basis of quantity or value of business done with or for such patron. 

The corporation in the instant case is supplying its members with 
needed working capital at cost. The discount rate chargecl is the 
same to all members and is based on the net dollars actually paid to 
the members at the time the accounts receivable are purchasecl. Whi]e 
the discount rate may vary, depending upon the cost to the corpora- 
tion of borrowing funds, each participating member is treated on 
an equal basis at any given time. 

That each inember will bear all losses attributable to its accounts 
receivable sold with recourse to the corporation does not prevent this 
corpoi ation from being considered cooperative in character. Coopera- 
tive opei ation of a financing corporation cloes not necessitate acquisi- 

tion of accounts receivable on a basis diA'erent from that on which 
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such receivables would customarily be acquir'ed by a comparable com- 
mercial institution. 

The amount of the cash distribution paid to each member following 
the close of each taxable year is based on the "discounts" charged such 
member as compared with the total "discounts" charged all of the 
members. This fulfills the requirement of section 1888(a) (1) of 
the Code that, to be considered patronage dividends, distributions 
must be paid to a patron "on the basis of the quantity or value of 
business done with or for such patron. " 

Accordingly, the corporation is operating on a cooperative basis 
within the meaning of section 1381(a) (2) of the Code. The required 
annual distributions to the member-patrons by the corporation are 
patronage dividends as defined in section 1888(a) (1) of the Code and 
are deductible from the gross income of the corporation to the extent 
provided in section 1382 of the Code. 

SECTION 1382. — TAXABLE INCOME OF COOPERATIVES 
26 CFR 1. 1382 — 2: Taxable income of coopera- 

tives; treatment of patronage dividends. 

Whether distributions based on discounts charged to member- 
patrons of a corporation OBering a finance service constitute patronage 
dividends. See Rev. Rul 66 — 98, page 200. 

PART II. — TAX TREATMENT BY PATRONS OF PATRONAGE DIVIDENDS 

SECTION 1885. — AMOUNTS INCLUDIBLE IN PATRON'S 
GROSS INCOME 

26 CFR 1. 1685 — 1: Amounts includible in 
patron's gross income. 

Whether withholding of tax is required on patronage dividends paid 
to nonresident, alien patrons, substantially all of which are foreign co- 
operative corporations not doing business in the United States. See 
Rev. Rul. 66 — 53, page 206. 

PART III. — DEFINITIONS; SPECIAL RULES 

SECTION 1888. — DEFINITIONS; SPECIAL RULES 

26 CFR 1. 1888 — 1: Definitions and special rules. 
Whether withholding of tax is required on patronage dividends paid 

to nonresident alien patrons, substantially all of which are foreign 
cooperative corporations not doing business in the United States. See 
Rev. Rul. 66 — 53, page 206. 

Whether distributions based oiI discounts charged to member- 
patrons of a corporation ofi'ering a finance service constitute patronage 
dividends. See Rev. Rul. 66 — 98, page 200. 
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CHAPTER 2 TAX ON SELF-EMPLOYMENT INCOME 

SECTION 1402. — DEFINITIONS 

26 CFR 1. 1402 (c) — 1: Tracle or business. Rev. Rul. 66-52 
A is a constable appointed by a city pursuant to statutory author- 

ity. . i's services in his capacity as constable in serving suininonses 
and other leg'al process are excluded from the term "trade or busi- 
ness", as defined in the Self-Eruployment Contributions Act of 1M4, 
as the performance of the functions of a public ofhce. 

However, A is engaged in a "trade or business" for purposes of the 
Self-Employment Contributions Act of 19M, where he serves sum- 
monses and other legal process in a nonofficial capacity. 

Advice has been requested as to the status, under the Self-Fmploy- 
ment Contributions Act of 1954 (chapter 2, subtitle A, Internal 
Revenue Code of 1954), of an inclividual ivho performs services in 
his oScjal capacity as a constable, and who also performs similar serv- 
ices in a nonofficial capacity. 

A is a constable appointed by the city of X in the state of X. Con- 
stables, sherjffs, deputy sheriff's and other officer are requirecl under 
the laws of the state of I' to serve all lawful process issued by a court, 
judge, judicial officer or county commissioners legally directed to them. 
Demands, notices and citations may be served by constables as well as 
"by other persons". Constables are also authorized to serve summonses 
for witnesses, but the statute further provides that a "clisinterested 
person" may also serve such process. Except in a few cases for which 
special provisions are made by the statute, oflicial action of a, constable 
is generally limitecl to the city or tov;n in which he holds office. 

A also serves summonses, demands, notices and citations not in his 
capacity as constable but as a "disinterestecl person". Individual at- 
torneys engage him to serve a particular item, within or without his 
town, and the attorney, not the city or state, pays the bill for service. 
The;ittorney is then reimbursed by his client. In serving any such 
item for an attorney, A strikes the word "Constable" from the "return 
of service" to make it clear that he is a, cting solely as a "disinterested 
person", A derives the bulk of his income from the fees of those per- 
sons who engage him to serve sumnionses or other notices in his non- 

oSc ja 1 capa ci ty. 
Section 1402 (c) of the Self'-Employment Contributions Act of 1954 

provides, in part, that the term "tra. de or business", when used ivith 

reference to self-employment income or net earnings from self-em- 

ployment, shall have the same ineaning as when used in section 162 
of the Internal Revenue Code of 1954 (relating to trade or business 

expenses) except that, such term shall not include ( 1 ) the performance expenses), 
of the fuiictions of a public office. 

Section 1. 1402 (c) — 2 of the Income Tax Regulations relating to the 

Self-Employment Contributions Act provides, in part, that the term 

bljc off jce" includes any elective or appointive offic of a state or 

jt, oljtjcal subdivisions. The functions of a public offic include those 
a marshal a sherif oi a constable. 

~nder the laws of the state of X, demands, notices, citations and 

summonses, onses are legal process which may be served by a, constable in the 
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performance of the functions of his oflice, but they may also be served 
by one who is not the incumbent of the oflice of constable, that is, "by 
other persons" or by a "disinterested person". Although certain serv- 
ices are those which would be within the purview of the oScial duties 
of an once, where they may also be performed by any person, and 
where the incumbent of the once in fact performs them in a capacity 
other than his oKcial capacity, they would not be excluded from a trade 
or business under section 1402(c) of the Self-Employment Contribu- 
tions A. ct of 1954. 

Accordingly, the services performed by 8 in his capacity as con- 
stable under appointment by the city of X pursuant to statutory au- 
thority are excluded from the term "trade or busine;s" under section 
1402(c) of the Self-Employment Contributions Act of 1954 as the 
performance of the functions of a public once. The tax imposed by 
that Act is not applicable to his remuneration for such services. 

However, in serving demands, notices, citations and summonses, 
not in his o%cial capacity as constable, but in a nono%cial capacity, 3 
is engaged in a "trade or business" for purposes of the Self-Employ- 
ment Contributions A. ct of 1954, and the income derived therefrom 
is includible in computing net, earnings from self-employment for pur- 
poses of the tax on self. -employment income. 

26 CFR 1. 1402(c) — 3: Employees. 
(Also Section 3191; 31. 3121(b) (15) — 1. ) 

Rev. Rul. 66 — 69 

Services performed in the United States in the employ of an 
international organisation by an individual who is a citinen of the 
United States are included in the term "trade or business, " and 
salary for such services is included in net earnings for purposes of 
the tax imposed by the Self-Employment Contributions Act, even 
though the individual is covered concurrently by the Civil Service 
Retirement Act. 

Advice has been requested wliether the tax imposed by the Self- 
Employment, Contributions Act (chapter 9, subtitle A, Internal Rev- 
enue Code of 1954) applies to salary received from an international 
organization by an individual, who is a citizen of the United States, 
for services perforined in the United States for the international 
organization, notwithstanding the employee's election to have the 

same services covered by tlie Civil Service Retirement Act. 
Under section 1402(c) of tlie Code the term "trade or business", 

for purposes of the Self-Employment Contributions Act, includes 

several types of service perforined as an employee, One of the types 
is service performed in the United States in the employ of an in- 

teniational organization as described in section 3121(b) (15) of the 

Federal Insurance Contributions Act (chapter 91, subtitle C, of the 

Code), This is the type of service performed by the individual in 

the instant case, and the question presented is wliether concurrent 
coverage under the Civil Service Retirement Act prevents the service 
from being a "trade or business" for purposes of' the Self-Employ- 
ment Contributions Act. 

The individual entered the employ of and was paid a salary by the 
international organization. He transferred from an agency of the 
United States Government, pursuant to the Federal Employees Inter- 
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at»»al Organization Service Act (Public Law 85-795, 72 Stat. 959). 
reg»lntions under that Act, promulgatecl by the Civil Service 

Co»»ssio», provide that upon written request by an international 
organization for the services of an employee, the Federal agency mny 
authorize tile transfer of tile employee to the organization for ally 
period not to exceed 3 years. 

Section 4 of. the Federal Employees International Organizntion 
Service Act provides, in part, that any employee serving under n, 
Federal appointment, not, limited to 1 year or less who tr;insfers to nn 
international organization shall have certain rights if the transfer is 
made with the consent of the head of his agency. Among other things 
he is entitled. to retnin "coverage and nll rights n»d benefits under aiiy 
system established by lnw for the retirement, of civilian employees of 
the United States, if all necessary einployee deductions and agency 
contributions in payment for such coverage, rights, and benefits for 
the period of employment with the international organ»ization are cur- 
rently deposited in the system's fund or depository, and for sucli 
purpose service ns an ofhcer or employee of the international orga»iz;i- 
tion shall be considered to be creditable service under any such 
system. " The indiviclunl here involved elected to participate concur- 
rently in the Civil Service Retirement program and accordingly 
contributed to the Civil Service Retirement Fund. 

Although the individual is considered to remain an employee of the 
Federal agency for certain purposes specified in the Federal Employ- 
ees Internntionnl Organization Service Act, he is an employee of the 
international organization with respect to the services perfornied in its 
employ following his transfer. Accordingly, since services performed 
within the United States by a citizen thereof in the employ of an inter- 
national organization, which are excepted from "employment" under 
section 8121(b) (15) of the Federal Insurance Contributions Act, nre 
included in the term "trade or business", as used in the Self-Employ- 
ment Contributions Act, the salary received by thc individual for 
services performed for the international orga»ization should be takeii 
into consideration in computing his net earnings from self-e:»ploy- 
ment for purposes of the tax imposed by the latter Act even though 
he is covered concurrently under the. Civil Service Retirement Act. 

CHAPTER 3. — WITHHOLDING OF TAX ON NONRESIDENT 
ALIENS AND FOREIGN CORPORATIONS AND TAX-FREE 
COVENANT BONDS 

SUBCHAPTER A. — NONRESIDENT ALIENS AND FOREIGN 
CORPORATIONS 

SECTION 1441. — WITHHOLDINCr OF TAX ON 
NONRESIDENT ALIENS 

2g CFR 1. 1441 1: Requireme~t for withliold- 

iilg of tax 0» noillesidellt aliens nnd for- 
eign corpor at ions. 

p o" o vithholding of tax at souic 
n t] e c i c of ieside»ts corpointions oi othei entities of Finis»d ties i» 



as affected by the income tax convention between the United States 
and Finland. See Rev. Rul. 66 — 55, page 860. 

Status of. foreign citizens in the United States who perform services 
for a United, States corporation in connection with a training program 
conducted by the company. See Rev. Rul. 66 — 76, page 988. 

Rev. Rul. 66 — 58 96 CFR 1. 1441 — 9: Income subject to with- 
holding. 

(Also Sections 1449, 1888, 1885; 1. 1442 — 1, 
1. 1888 — 1, 1. 1885 — 1. ) 

A. domestic cooperative is engaged. in the purchase of lubricating 
oils and allied products and in the sale of them in the United States 
to its member patrons on a cooperative basis. The savings resulting 
from purchasing on a cooperative basis are distributed as patronage 
dividends to its member patrons, some of whom are nonresident aliens 
and foreign corporations or foreign cooperatives not doing business 
in the United States. 

Held, under sections 1441 and 1449 of the Internal Revenue Code 
of 1954, the domestic cooperative is required to withhold tax on these 
patronage dividends distributed to the nonresident patrons since these 
amounts are fixed or determinable annual or periodical income from 
sources within the United States. 

26 CFR 1. 1441 — 8: Exceptions and rules of 
special application. 

Status of foreign citizens in the United States who perform services 
for a United States corporation in connection with a training program 
conducted by the company. See Rev. Rul. 66 — 76, page 988. 

26 CFR 1. 1441 — 4: Exemptions from with- 
holding. 

Services performed in the United States by residents of Canada. 

See Rev. Rul. 66 — 77, page 249. 

SECTION 1449. — WITHHOLDING OF TAX ON 
FOREIGN CORPORATIONS 

26 CFR 1. 1449 — 1: Withholding of tax on for- 
eign corporations. 

Whether withholding of tax is required on patronage dividends paid 
to nonresident alien patrons, substantially all of which are foreign 
cooperative corporations not doing business in the United States. See, 

Rev. Rul. 66 — 58, above. 
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Exem ption from withholdin~ of tax at source on industrial royalties 
a «f residents, corporations, or other entities of Finland, as 

d by the income tax convention between the United States and 
See Rev. Rul. 65-55, page 360. 

CHAPTER 6. CPNSPLIDATED RETURNS 

SUBCHAPTER A. — RETURNS AND PAYMENT OF TAX 

SECTION 1502. — REGUI ACTIONS 

26 CFR 1. 1502 — 31: Basis of tax computation. T. D. 6874 ' 

TITLE 26 INTERNAL REVEN'UE CHAPTER Il SUBCHAPTER Ay PART 1 
INCOME TAX j TAXABLE YEARS BEGINNING AFTER DECEMBER 3 1 

y 
1 9 5 3 

Net operating loss tarryovers and carrybacks from separate re- 
turn years to consolidated return years 

DEPARTMKN r oF TIIE TREASURYl 
OFFil 'E OF COMMISSIONER OF INTERNAL REVENUE) 

IV ashirtetton, D. C', , "0'~~~xrq 

To Ofhcers and Enr ployees of the Iriternal Eeuenue 8ervr'ce and Others 
Concerned: 

The Income Tax Regulations (26 CFR Part 1) under subchapter A 
of chapter 6 of the Internal Revenue Code of 1054, relating to con- 
solidated returns, ai e amended as follows: 

a&ection 1. 1502 — 31 is amended by revising paragraph (b) (3) (i) 
and by revising paragraph (b) (21) (i) and (ii). These revisecl pro- 
visions read as f'ollows: 

g 1. 1502 — 31 BAsIs oF TAx CGMPUTATIGN. 

(b) Oomputati orts. 
(3) Lirrfir'tatiort on rlet operatinyc loss carryovers and carrybaclbs 

from separate return rtears. — (i) In no case shall there be included in 
the consolidated net operating loss deduction for the taxable year as 
consolidated net operating los~s cariyovers or carrybacks under para- 
graph (a) (3) (i) (b), (4) (i) (f), (g), (h), (j), and (le), and (ii) (c) 
and (d) of this section (relating to net operating losses sustained by 
a corporation in years for which separate returns were filed, or for 
which such corporation joined in a, consolidatecl return filed by an- 
other afhliated group) an amount exceeding the taxable income of 
sucli corporation includecl in the computation of' the consolidated tax- 
able income for the taxable year, adjusted as provided in subdivision. 

(ii) of this subparagraph. This subdivision shall not be applicable 
to a carryover under paragl'aph (a) (3) (i) (b) of this section of a net 
operating loss of a corporation- 

(a) Attributable to a Period for which it was included in a consoli- 
dated return filed by another agdiated grouP for a taxable year be- 

R. R. 1211 ~ 



$ 1502. ] 208 

ginning prior to January 1, 1954, all of whose members are included. 
m the consolidated return filed for tlie taxable year if all of the mem- 
bers of such other aKliated group would have been members of the 
aSliated group if the law applicable to the taxable year had been 
applicable to such prior taxable year, 

(5) To taxable years beginning after December 81, 1968, attribut- 
able to a taxable year beginning before January 1, 1964, in which such 
corporation was (on each day of such year) a member of the a6iliated 
group, or 

(c) Attributable to a taxable year beginning after December 81, 
1968, in which such corporation was (on each day of such year) a 
member of the aQiliated group, provided that an election under sec- 
tion 1562 (relating to privilege of groups to elect multiple surtax 
exemptions) was not efYective for such year. 

(21) Rules toit(~ respect to net operuting losses under eection8 881 
and 888. — (i) If, in the computation of the consolidated net operating 
loss carryover, there is included an amount with respect to a net op- 
erating loss ot a corporation, sustained in a taxable year for which it 
filed a separate return or for which such corporation joined in a con- 
solidated return filed for anotlier aSliated group, wliich is a transferor 
or distributor of assets to a member of the alfiliated group within the 
meaning of section 881(a), the amount allowable as a carryover with 
respect to such transferor or distributor sliall not, exceed the amount 
of the taxable income of the acquiring corporation included in the com- 

putation of the consolidated taxable income for the taxable year, ad- 
justed as provided in subparagraph (8) (ii) of this paragraph. The 
preceding sentence shall not apply to a carryover- 

(u) To taxable years beginning after December 81, 1968, attribut- 
able to a, net operating loss or losses sustained by a coryoration in a 

taxable year or years beginning before January 1, 1964, m which such 

corporation was (on each day of;iny such year) a member of the 

a51iated group, or 
(b) Attributable to a taxable year beginning after December 81, 

1968, in which the corporation sustaining the loss was (on each day 

of such year) a member of the aKliated group, provided that an elec- 

tion under section 1562 (relating to privilege of groups, to elect mul- 

tiple surtax exemptions) ivas not efi'ective for such year. 
(ii) If, in addition to the amount described in subdivision (i) of this 

subparagraph, there is included an amount with respect to a net op- 

erating loss sustained by the acquirinq corporation in a year for which 

it filed sepa, rate returns or for which it joined in a consolidated return 

filed by another a%1iated group, the losses sustained by both the ac- 

quiring corporation and the transferor or distributor corporation 
ivhicli may be taken into account as a net operating loss deduction in 

determining the consolidated taxable income may not exceed the tax- 

able income of the acquiring corporation included in the computation 

of the consolidated taxable income for the taxable year, adjusted as 

provided in subparagraph (8) (ii) of this paragraph. The preceding 
sentence shall not apply to a carr yover- 

(u) To taxable years beginning after December 81, 1968 attiibut 
able to a net operating loss or losses sustained by the acquiring cor- 

poration in a taxable year or years beginning before January 1, 1964, 
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in which such corporation was (on each day of any such year) a mem- 
ber of the a%[iated group, or 

(b) Attributable to a net operating loss sustained by the acquiring 
corporation in a taxable year beginning after December 61, 1063, in 
which such corporation ivas (on each day of such year) a member of 
the aSliated group, provided that an election under section 1562 (re- 
lating to privilege of groups to elect multiple surtax exemptions) was 
not efFective for such year, 

A 

Because this Treasury Decision amends existi»g regulations merely 
to liberalize the consoliclated net operating loss deduction by narrow- 
ing the limitation imposed by $ 1. 1502 —:31(b) (8) on such deduction, 
it is found that i( is unnecessary to issue this Treasury Decision with 
notice and public procedure thereon under section 4(a) of the Ad- 
ministrative Procedure Act, approved June 11, 1046, or subject to the 
effective date limitation of section 4(c) of said Act. 

(This Treasury Decision is issue(I under the authority contained in 
section 7805 of (. he Internal Revemie Code of 1954 (68A Stat. 017; 
26 U. S. C. 7805). ) 

SHEi. nON S. COHEN, 
C'ommksione~ of Intei riaL prevent(e. 

Approved January 27, 1066. 
STANLEY S. SURREY) 

Assistant Secrete(r y of tL(e Trecwui y. 

(Filed by the Division of the Federal Register on Feb. 1, 1066, 8i47 a. m. , and 
published in the issue of the Federal Register for Feb. 2, 1966, 81 F. R. 1271) 

Rev. Rul. 66 — '37 (Also Sections 301, 302, 316, 817; 1. 301 — 1, 
1. 802 — 2, 1. 816 — 1. 1. 61 7 — 1. ) 

The redemption by a subsidiary of all of its preferred stock all 
of which is held by its common parent corporation is a taxable 
dividend to the common parent to the extent of the subsidiary's 
earnings and profits. If a consolidated iucome tax return is filed for 
the taxable year in which the redemption occurs, the distribution 
represents an intercompany dividend to he eliminated uuder section 
1. 1502 — 81(b) (1) of the Inconie Tax Regulations in computiug the 
consolidated taxable income. Under section 1. 802 — 2(c) of the regu- 
lations, the parent's adjusted basis for the subsidiary's preferred 
stock will be transferrecl to aud allocated ratably amoug the shares 
of the subsidiary's common stock owneil by the parent at the tiuie of 
redemption 

Advice has been requested as to whether the ieceipt of cash by a 
common parent corporation from its subsidiary during a consolidated 
return period, in redemption by the subsidiary of all of its preferred 
stock all of which is held by the parent, corporation, constitutes an 
iiitercoinpaiiy dividend to be eliminated, under section 1. 1502 —, '31(b) 
(1) of the Incoriie Tax Re~~tlations, in computing the consolidatecl 
taxable income. 

i 

rations w ' «»icome tax ietu f 
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through 1964. During 1958, corporation Y became a member of the 
aSliated group of which X was the common parent and Y joined in the 
filing of consolidated returns with X and its other subsidiaries from 
the tune it became a member of the group. 

As of July 30, 1964, Y had outstanding 240y shares of 4 percent 
voting noncumulative preferred stock having a par and liquidating 
value of $100 per share and 400y shares of voting common stock having 
a par value of $100 per share. As of such date, X owned all of Y's pre- 
ferred stock and 320y shares or 80 percent of Y's common stock. 

I 's directors at their June 1964 meeting voted to redeem all of 3"s 
outstanding preferred stock at par for cash which was done in 
October 1964. 

X's tax basis for the Y preferred stock redeemed in 1964 was 14m 
dollars and. the profit to X on the redemption was 10m dollars. The Y 
preferred stock was retired at the time of the redemption. E"s earn- 
ings and profits accumulated since February 28, 1913, as of December 
81, 1963, exceeded the 24m dollars cash distributed to X in the 
redemption. 

Section 301 of the Internal Revenue Code of 1954 provides the 
general rule for treatment of distributions on or after June 22, 1954, 
of property by a corporation to a shareholder with respect to its 
stock. Under section 301(c) (1) of the Code that portion of the 
distribution which is a dividend (as defined in section 316 of the Code) 
shall be included in gross income. 

Under section 302(a) of the Code, if a corporation redeems its stock 
(within the meaning of section 317(b) of the Code) and if paragraph 
(1), (2), (8), or (4) of subsection (b) applies, such redemption shall 
be treated as a distribution in part or full payment in exchange for 
the stock. Section 802(b) (1) of the Code provides that if the redemp- 
tion is not essentially equivalent to a dividend, section 302(a) of the 
Code shall apply. Under section 802(d) of the Code, unless otherwise 
provided, a distribution in redemption of stock shall be treated as a 
distribution of property to which section 801 of the Code applies if 
the distribution is not within any of the provisions of section 302(b) 
of the Code. 

Section 1. 802 — 2(c) of the regulations provides that in any case in 
which an amount received in redemption of stock is treated as a 
distribution of a dividend, proper adjustment of the basis of the 
remaining stock will be made v ith respect to the stock redeemed. 

Section 816 of the Code defines the term "dividend" as any distri- 
bution of property made by a, corporation to its shareholders (1) out 
of its earnings and profits accumulated after February 28, 1913, or 
(2) out of its ea, rnings and profits of the taxable year (computed as 
of the close of the taxable year without diminution by reason of anv 
distributions made during the taxable year), without regard to the 
amount of the earnings and profits at the time the distribution was 
made. 

Under section 317 (b) of the Code, stock shall be treated. as redeemed 
by a corporation if the corporation acquires it from a shareholder in 
exchange for property, including money, whether or not the stock is 
cancelled, retired, or held as treasury stock. 
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Section 1'. 1502 31(b) (1) of the regulations, pertaining to consoli- 
dated. returns, provides, in part, that the taxable income of each cor- 
poration shall be computed in accordance with the provisions covering 
the determination of taxable income of separate corporations except 
that unrealized profits and losses in transactions between members of 
the aKIiated group and dividend distributions from one member of the 
group to another member of the group (referred to in the regulations 
under section 1502 of the Code as intercompany transactions) are to 
be eliininated. 

The acquisition by I' of all of its preferred stock in exchange for 
cash was a redemption of stock as defiiied in section 317(b) of the 
Code. Under the facts, subsections (0), (3), and (4) of section 309(b) 
of the Code clearly did not apply to the redemption. The redemption 
did not qualify as being not essentially equivalent to a dividend under 
section 302(b) (1) of the Code, the only other section 302 provision 
which would prevent dividend treatment for the redemption, because 
it did not change the essential relationship of X as the principal 
shareholder of I. X's position as the holder of the majority of the 
common stock of I' was not afFected by the redemption of I's preferred 
stock. The net e8ect of the transaction was a distribution of I' s 
earnings to its controlling shareholder without any appreciable change 
in the position of the I shareholders. 

Therefore, if separate returns had been filed for the year 1964, the 
redemption by I of its preferred stock held by X would be treated as 
a distribution of property to which section 301 of the Code applies, 
under the provisions of section 302(d) of the Code. Under sections 
301(c) (1) and 316 of the Code, this cash distribution would have been 
treated as a dividend to X to the extent of I" s earnings and profits. 
The same rule would apply to a redemption during a consolidated 
return period. 

Accordingly, under the facts in this case, if the aKliated group of 
which X' is the common parent filed a consolidated income tax return 
for the year 1964, the receipt by X of the 94m dollars in cash from I 
in redemption of all of Y's outstanding preferred stock, represented an 
intercompany dividend to be eliminated under the provisions of 
section 1. 1502 — 81(b) of the regulations in computing the taxable in- 
come of X. Under section 1. 302 — 9(c) of the regulations, X's adjusted 
basis for I" s preferred stock will be transferred to and allocated 
ratably among the shares of I's common stock owned. by X' at the 
time of the redemption. 

96 CFR 1. 1509 — 31: Bases of tax computation. 

Carryback of net operating loss of corporation filing separate return 
to a consolidated. return year. See Rev. Rul. 66 — 91, page 54. 

225 — 688' — GG — 15 
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SUBTITLE B. — ESTATE AND GIFT TAXES 

CHAPTER 11. — ESTATE TAX 

SUBCHAPTER A. — ESTATES OF CITIZENS OR RESIDENTS 
PART II. — CREDITS AGAINST TAX 

SECTION 2013. — CREDIT FOR TAX ON PRIOR TRANSFERS 
26 CFR 202013 — 1: Creclit for tax on prior Rev. Rul. 66 — 38 

transfers. 
(Also Section 2041; 20. 2041 — 1. ) 

There is a transfer of a beneficial interest in property, as defined 
under section 2018(e) of the Internal Revenue Code of 1954, to a 
decedent-transferee if that property interest meets the requirements 
of a general power of appointment within the meaning of section 
2041 of the Code at the time of the transferor's death. 

Advice has been requested whether, under the circumstances de- 
scribed belo~, a prior decedent transferred to a decedent a power of 
appointment representing a beneficial interest in property in com- 
puting the credit for tax on prior transfers under section 2013 of the 
Internal Revenue Code of 1954. 

The gross estate, for Federal estate tax purposes, of the transferor 
included an annuity contract wherein the insurance company agreed 
to retain the proceeds of the contract and to pay the income to the 
decedent's surviving spouse for life, and upon her death to pay the 
proceeds of the contract then held to their son. The settlement plan 
provided that during the first contractual year the original payee, 
the surviving spouse, had the right to withdraw all or any part of the 
amount retained under the settlement option. Since this power was 
exercisable only during the first contractual year it was not exercisable 
in all events within the meaning of section 2056(b) (5) of the Code. 
Accordingly, no marital deduction was allowed in respect of the prop- 
erty in determining the estate tax liability of the estate of the trans- 
feror-decedent. 

Section 2013(a) of the Code provides that the Federal estate tax 
imposed upon a decedent's estate shall be credited with all or part of 
the amount of the Federal estate tax paid with respect to the transfer 
of property (including property passing as a result of the exercise 

or nonexercise of a power of appointment) to the decedent by or from 

a person who died within 10 years before, or within 2 years after the 

decetlent's death. 
Section 2013(d) of the Code provides further that the value of the 

property transferred is "* * * the value used for the purpose of 
determining the Federal estate tax liability of the estate of the trans- 

feror * * ~. " Such value of the property is determined as of the 

date of the transferor-decedent's death. bee Revenue Ruling 59-9, 
C. B. 1959 — 1, 232. 

Section 2013(e) of the Code defines the term "property" to include 
"any benefiicial interest in property, including a general power of 
appointment (as defined in section 2041). " 
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Since the decedent-transferee had the power, on the date of death 
of the transferor, to withdraw in her favor the entire amount retained 
by the insurance company unlimited by an ascertainable standard, she 
had a general power of appointment within the meaning of section 
o041 of the Code. For purposes of the credit for tax on prior trans- 
fers, it is not required that a general power of appointment be exer- 
cisable "in all events" as is provided under section 2056(b) (5) of the 
Code with respect to the allowance of the marital deduction. 

Accordingly, it is held that regardless of the date of death of the 
decedent-transferee, the value of the entire amount retained by the 
insurance company under the settlement plan of the annuity contract 
represents a transfer of a beneficial interest in property, as defined 
in section 9018(e) of the Code, passing to the decedent-transferee 
from the transferor. 

PART III. — GROSS ESTATE 

SECTION 2081. — DEFINITION OF GROSS ESTATE 

26 CFR 20. 2081 — 1: Definition of gross estate; Rev. Rul. 66 — 85 
valuation of property. 

Where a decedent a citizen of the United States dies in one time 
zone while domiciled in the United States in another zone, the time 
of decedent's death for Federal estate tax purposes is the point of 
time (standard time) at the place where the estate tax return is to 
be Iiled. 

Advice has been requested with respect to the determination of the 
date of death for Federal estate tax purposes where the decedent a 
citizen of the United States dies in one time zone, while domiciled in 
the United States in another zone. 

In the instant case, the decedent died while vacationing in Germany. 
The date of death was June 16, 1964, at 9 a. m. , German time, or June 
15, 1964, at 9 p. m. , United States eastern standard time, in the State of 
New York, the decedent's domicile. 

Section 2081 of the Internal Revenue Code of 1954 provides, in 
pertinent part, that the value of the decedent's gross estate shall be 
determined by including to the extent provided for in that section, the 
value at the time of his deatli of all property wherever situated. Sec- 
tion 20. 2031 — 1(b) of the Estate Tax Regulations provides that the 
value of the decedent's gross estate is its fair market value at tlie time 
of his death (unless the executor elects to value the estate under the 
alternate valuation method provided by section ROM of the Code). 
Section 6091(b) of the Code provides that returns of estate tax re- 
quired under section 6018 of the Code shall be made to the Secretary 
or liis delegate in the internal revenue district in which was the domi- 
cile of the decedent at the time of his death or, if there ~ as no such. 
domicile in an internal revenue district, then at such place as the 
Secretary or his delegate may by regulations prescribe. 

Since the domicile of the decedent determines the place from which 
the estate tax return is to be filed and liability for the Federal estate 
tax arises in the United States at the time of death prevailing at the 
same instant throughout the world, it is held that the time and date 



$ 2031. ] 

of death of the decedent for Federal estate tax purposes is the time and 
date prevailing in the decedent's domicile in the United States at the 
instant of cleath. The standard of time is United States time as 
prescribed by United States law. See sections 261 and 262 of Title 
15, United States Code, providing for the establishment of standard 
time zones for the United States and applying that time to acts to be 
performed by officers, departments, and persons subject to the juris- 
diction of the United States, and relating to the time within which 
any rights shall accrue or determine. 

In the instant case, therefore, the date of the decedent's death is 
tune 15, 1964, the time of his death in the State of New York, his 
domicile and the place where the est, ite tax return is to be filed. This 
is also the time to be used in valuing his estate, if the date of death 
valuation is chosen, and for cletermining the due elate of the. estate tax 
return. 

SECTION 2088. — PROPERTY IN A~HICH TIIE DECEDENT 
EIAD AN INTEREST 

26 CFR 20. 2088 — 1: Property in which the de- 
cedent had an interest. 

Rev. Rul. 66 — 20 

Where pursuant to a partnership agreement, a deceased partner's 
estate is to receive a share of the partnership profits for a definite 
period after the partner's death, such contractual right is property 
in which the decedent had an interest at the time of his death within 
the meaning of section 2033 of the Internal Revenue Code of 1954. 
Accordingly, the value of this right must be included in decedent's 
gross estate for Federal estate tax purposes. 

Advice has been requested whether the value of the right of de- 
cedent's estate to receive for a period of' years after decedent's death 
a share of the income of the partnership of which he was a member is 
includible in his gross estate for Federal estate tax purposes under the 
circumstances described below. 

At the time of his death, clecedent, aged 55, was a general partner 
in a, public accounting firm. The business of the firm consists entirely 
of the performance of personal services by its partners and staff mem- 
bers and there are no income-producing investments or properties. 

The partnership agreement provides that. in the event of the death 
of a partner there sh~all be paid to the representatives of his estate his 
share of the capital of the firm, his unwithdrawn share of the net 
earnings, and his share of the net earnings for the fiscal year ending 
with the date of his death. The agreement further provides that in 
the event of the death of' a, partner before attaining the age of 60 years, 
in. addition to the payments mentioned above, there shall be paid to 
his estate each year for 10 years a portion of the net earnings of the 
partnership for each such year equal to one-tenth of the decedent's 
percentage of such earnings for either the first or second fiscal year 
next preceding his death, subject, to a, prescribed minimum annual 
payment. 

Section 2088 of the Internal Revenue Code of 1954 provides that 
the value of the gross estate shall include the value of all property to 
the extent of the decedent's interest therein at the time of his death. 

The leading case dealing with agreements between business asso- 
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ciates as to payments of post-mortem profits to the estate of a deceased 
associate is Bull, Executor v. United States, 295 U. S. 247 (1985), Ct. D. 
969, C. B. XIV — 1, 810 (1935). In this case, the enterprise required no 
capital and none was ever invested by the partners. In the partner- 
ship agreement it was provided that in the event a partner died, the 
survivors might continue the business for one year thereafter and his 
estate should "receive the same interests, or participate in the losses to 
the same extent" as the decea, sed partner would, if living. The agree- 
ment further provided that the estate should ha~ e the option of with- 
drawing from the firm but the representat, ive of the estate did not 
exercise the option, and tlie business was continued as cont, emplated by 
the agreement. The Supreme Court of the United States held that 
the payments of partnership income earned after the death of the 
deceased partner were income to the estate; however, there was nothing 
which could be taxed to the decedent's estate under the estate tax. 

The partnership agreement in the instant case, unlike the agreement '. 

in the Bull case, does not contemplate tliat the estate of the deceased 
partner shall continue as a partner and niaintain precisely the same 
status with respect to the firm as decedent had in respect of profits and 
losses. Instead, as in the case of Charles E. Coafes, et al. v. Commis- 
sioner, 7 T. C. 125 (1946), acquiescence, C. B. 1946 — 2, 2, the instant 
agreement provides that a decease&1 partner's estate is to receive de- 
cedent's share of the capital and the income earned and accrued. to the 
date of death and, in addition thereto, that his estate is to receive a 
share of the profits earned for the specified period of years after his 
death. In the Coates case, the Tax Court of the United States pointed 
out that provisions of this kind are "intended to be in the nature of a 
mutual insurance plan, the disadvantage of. which each partner was 
willing to accept in consideration of a similar commitment for his 
benefit on the part of all other partners, and, in part, as further com- 
pensation for the past services of the deceased partner payable after 
his death. " See Senate Report No. 1622; Eiglity-third Congress, 
Second Session, at page 405, pertaining to section 75'-3 of the Code, 
~here it is stated: 

"" Thus, while a successor in interest of a decedent partner vrill be rcuuired 
to include in gross income amounts received from the partnership which are 
attributable to the value of the decedent's interest in unrealized fees or matual 
insnrance, the recipient niii at. the same ti»ic receive a dcd»ction for tlte estate 
tan paid uith respect to the tncl'nsion of such. riahts to income in, the decedent's 
estate. [Emphasis added. ] 

In view of the foregoing, it is clear that under the terins of the 
instant partnership agreement, the deceased partner acquired, among 
other things, a contractual right to have a share of lsartnership income 
earned after his death paid to his estate for a specified period which 
right at the time of his death passed to the executors of his estate. 

The conclusion in this case is consistent with the decisions in tlie 
cases of Estate of Charles A. Eiecfehnan, et al. v. Cominissi oner, 27 T. C. 
838 (1957), a[[irmed 258 Fed. (2d) 815 (1958); Alice B. 1Vi'nHe, Ezec- 
utria:, v. United States, 160 Fed. Supp. 348 (1958). Accordingly, it is 
held that such right is property in which the decedent had an interest 
at the time of his death ~~ ithin the meaning of section 2068 of the Code, 
the value of which must be included in liis gross estate for Federal 
estate tax purposes, 
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(Also Section 2036; 20. 2036 — 1. ) 
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Rev. Rul. 66 — 86 

Where pursuant to the laws of Descent and Distribution of 
Switzerland el&titling the decedent to the usufruct for life in three- 
fourths of the estate of her husband, a trust consisting of that portion 
of her husband's estate &vas est;&blished by the decedent and the re- 
maindermen, and the indenture of trust provides that the net trust 
income be distributed to the decedent during her lifetime, no portion 
of the corpus of the trust is includible in the gross estate of the de- 
cedent. under section 2033 or 2030 of the Internal Revenue Code of 
1004. 

Advice has been requested whether the value of the corpus of a 
trust established in the manner set forth below is to be included in 
the decedent's gross estate for Federal estate tax purposes. 

The decedent's former husband died intestate in 1930, a citizen and 
resident of Switzerland. At the time of his death, his estate in the 
United States consisted of shares of stock in a United States corpora- 
tion. The husband was survived by the decedent, his mother, and a 
sister. Under the laws of Descent and Distribution of Switzerland, a 
surviving spouse receives ownership in one-fourth and the usufruct 
for ]ife in three-fourths of her husband's estate if he, as here, leaves 
no descendants but does leave legal heirs designated as "the group of 
his parents. " A usufruct is comparab]e to the life estate of the 
common. law. 

To e8ect the distribution of the assets of. the estate of decedent's 
husband in accordance with the laws of Descent and Distribution of 
Switzerland, one-fourth of the shares of stock were distributed to 
the decedent outright. The remaining three-fourths of the shares were 
placed in trust by the decedent and the remaindermen acting together. 
The trust indenture provided that the net trust income was to be 
distributed to the decedent during her lifetime. After her death, the 
trust assets were to be divided into two equal shares. One such share 
was to be distributed to the mother of the decedent&s husband. The 
other share was to be distributed to the sister of the decedent's 
husband. 

Section 2033 of the Internal Revenue Code of 1954 provides: 
The value of the gross estate shall include the value of all property to the 

extent of the interest therein of the decedent at the time of his death. 

It was he]d in IVillidms v. United 8tate8. 41 Fed. (2d) 895 (1930), 
that where a decedent had only a life estate i» property transferred by 
another, no portion of the property was includible in the decedent's 
gross estate under section 402(c) of the Revenue Act of 1921, a pred- 
ecessor of section 2033 of the 1954 Code. Simi]arly, the decedent in 
the instant case had no i»tcrest in the trust corpus which is includible 
under section 2033 of the Code. 

Section 2036(a) of the Code, provides: 
Oe«eral rule. — The value of the gross estate shall include the value of all 

property to the extent of any interest therein of which the decedent has at 
any time made a transfer (except in case of a bo&m fide sale for an adequate 
an&1 fnll consideration in money or money's worth), by trust or otherwise, 
under which he has retained for his life or for any period not ascertainable 
without reference to his death or for any period which does not in fact 
end before his death— 

(1) the possession or enjoyment of, or the right to the income from 
property * s * 
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The value of the property subject to a decedent's life estate is in- 
cludible under section 2086 of the Code only where the decedent, in 
legal efFect, made a transfer of the property and retained the life estate. 
Here, although the decedent was one of the settlors of the trust, she 
was never entitled to more than a usufruct for life in the trust property. 
Thus, she did not have a sufhcient interest in the trust property to make 
a transfer thereof within the meaning of section 2036 of the Code. 

Accordingly, it is held that no part of the value of the assets of the 
trust involved is includible as a part of the present decedent's estate 
for Federal estate tax purposes, under section 2088 or 2036 of the Code. 

Wife's interest in property held in tenancy by the entirety in a 
simultaneous death situation. See Rev. Rul. 66 — 60, page 221. 

SECTION 2036. — TRA. NSFERS WITH RETAINED LIFE 
ESTATE 

26 CFR 20. 2086 — 1: Transfers with retained. 
life estate. 

Exclusion of property from gross estate in cases where transferor 
did not have the requisite irlterest in property. See Rev. Rul. 66 — 86, 
page 216. 

SECTION 2040. — JOINT INTERESTS 
26 CFR 20. 2040 — 1: Joint interests. 

Husband's interest in property held in tenancy by the entirety in a 
simultaneous death situation. See Rev. Rul. 66 — 60, page 221. 

SECTION 2041. — POWERS OF APPOINTMENT 

26 CFR 20. 2041 — 1: Powers of appointment; 
in general. 

Credit for tax on prior transfers. See Rev. Rul. 66 — 88, page 212. 

Rev. Rul. 66-87 26 CFR 20. 2041 — 3: Powers of appointment 
created after October 21, 1942. 

A decedent was the lifetime beneficiary of a testamentary trust 
established under the ivill of her husband, who died in 1958. As 
beneficiary, she had the noncuinulative right to withdraw the 
income from the trust each year, a right which she did not exercise 
during her lifetime. It has been determined that the failure to exer- 
cise the ri ht constitutes the lapse of a power taxable for estate tax 
purposes under section 2041(b) (2) of the Internal Revenue Code of 
1954. Held. , in applying the provisions oi section 2041(b) (2) (B) 
of the Code, the 5-percent limitation ou the lapsed power exclusion 
is based on the iucome the decedeut could have withdrawn from the 
trust rather thau on the corpus of the trust. 
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Advice has been requested whether, for purposes of the Federal 
estate tax, the 5-percent lapsed power exclusion from gross estate 
provided in section 2041(b) (2) (B) of the Internal Revenue Code of 
1954 is based. on trust income or the value of the trust corpus, under 
the circuinstances described below. 

The decedent was the lifetime beneficiary of a testamentary trust, 
established. under the will of her husband, who died in 1953. As the 
beneficiary, she had the noncumulative right to withdraw the income 
from the trust each year. Any income not so withdrawn was to be 
accumulated and added to corpus. The decedent did not exercise her 
right during her lifetime. Each annual failure to exercise such right 
has been determined to constitute a lapse of a power for purposes of 
section 2041(b) (2) of the Code. 

The issue is whether the 5-percent limitation on the lapsed 
power exclusion from decedent's gross estate provided by section 
2041(b) (2) (B) of the Code applies to the income the decedent could 
h:ive withdrawn from the trust or to the trust corpus from which the 
income was derived. 

Section 2041(b) (2) of the Code provides that the lapse of a power 
of appointment createcl after October 21, 1942, during the life of the 
individual possessing the power shall be considered a release of such 
power. However, section 2041(b) (2) of the Code further provides 
that the lapse of. the power during any calendar year shall be con- 
sidered a release for purposes of inclusion of property in the gross 
estate of the individual only to the extent that the property, which 
could have been appointed by exercise of such lapsed power, exceeded 
in value the greater of $5, 000 or 5 percent of the aggregate value, at 
the time of such lapse, "of' the assets out of which, or the proceeds of 
which, the exercise of the lapsed powers could have been satisfied. " 

Example (2) of section 20. 2041 — 3(f) of the Estate Tax Regulations 
illustrates the application of section 2041(b) (2) of the Code in a 

situation substantially similar in certain important respects to that 
under consideration in the instant case. In that example, the donee 
of the power, the decedent, liad the noncumulative power to distribute 
$10, 000 of each year's income to himself, wliich otherwise was accumu- 
lated. The trust income for the year was $20, 000. Thus, where the 
donee did not distribute any income to himself, there was a lapse as 
to $5, 000 (i. e. , the amount by which $10, 000 exceeds $5, 000). 

The fact that the 5-percent exclusion is not discussed in the above 
example is attributable to the reason that it does not apply in the 
described factual situation. Five percent of $20, 000 is $1, 000 and, 
therefore, the greater exclusion of $5, 000 provided for in section 2041 
(b) (2) (A ) of the Code is the applicable exclusion in the circumstances 
of the example. 

The 5-percent exclusion provided for in section 2041(b) (2) (B) of 
the Code logically relates to the "assets out of which" the property in 
question coPild have been withdrawn. The value of the fund so de- 
scribed is the quantity against which the exclusion is computed. This 
is consistent with the underlying objective of this section, which is to 
provide a limited exclusion from the general rule of taxability of the 
property over which the rlecedent had command by his general power 
of appointment. It is considered significant that the Code uses the 
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phrase "assets out of which" rather than more commonly used terms, 
as principal, corpus, etc. 

In the instant case, the annual trust income earned by the testa- 
mentary trust created by the decedent, 's husband is "the assets out of 
which " * "' the exercise of the lapsed powers could have been satis- 
fied" v:ithin the meaning of section 2041(b) (2) (B) of the Code. Ac- 
cordingly, it is held that the 5-percent exclusion from decedent's gross 
estate provided for in section 2041(b) (2) (8) of the Code is based on 
the value of the trust income rather than on the trust corpus from 
which the income was derived. 

PART IV. — TAXABLE ESTATE 

SECTION 2053. — EXPENSES, INDEBTEDNESS, AND TAXES 

26 CFR 20. 2058 — 1: Deductions for expenses, Rev. Rul. 66 — 21 
indebtedness, and taxes; in general. 

Under Texas community property law, only one-half of the admin- 
istration expenses are generally allowable as a deduction under sec- 
tion 2053(a) of the Internal Revenue Code of 1954 in determining 
the taxable estate of a decedent who is either husband or wife. 
Expenses incurred solely in determining estate tax liability, how- 
ever, are allowable in full to the decedent's estate. A deduction 
for only one-half of the amount of unpaid ad valorem taxes on dw 
cedent's separate property is allowable in all cases, except where it 
can be shown by an adversary proceeding in a court of competent 
jurisdiction that the nonowner spouse has a right of equitable reim- 
bursement for taxes already paid with his or her funds. A deduction 
of one-half of the funeral expenses incurred by the estate of the first 
community partner to die is allowable based on applicable local law. 

Advice has been requested regarding the deductibility, for Federal 
estate tax purposes under Texas community property law, of legal and 
accounting fees incurred in determining estate tax liability, ad valorem 
taxes assessed against separate property of the decedent, , and funeral 
expenses. 

The specific questions involved are whether all, or one-half, of each 
of the above-mentioned items is deductible, and whether the result is 
the same regardless of whether the decedent is the husband or the wife. 

Section 2053(a, ) of the Internal Revenue Code of 1954 provides, in 
part, that the value of the taxable estate shall be determined by de- 
ducting from the value of the gross estate such amounts for funeral 
and administration expenses and for claims against the estate as are 
allowable by the laws of the jurisdiction, whether within or without 
the United States, under which the estate is being administered. 

It, appears that under Texas community property law the entire 
community estate is liable for necessary and reasonable administration 
expenses of the decedent's estate, and that the surviving spouse's share 
of the community is thus chargeable with one-half of the administra- 
tion expenses of the community. See Norwood v. Farmer8 ck 3fer- 
ohant8 Nationa/ Bank of Ab&'ene, et a/. , 145 S. W. (2d) 1100 (1940), 
VeAna E. Goggan8 v. Entoe 8immone, et al. , 819 S. W. (2d) 442 (1958). 
Where the separate estate of the decedent and the community estate 
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are both involved in the administration, the administration expenses 
are to be charged proportionately to the community estate and, in such 
case, less than one-half are chargeable to the surviving spouse's share 
of the community. See Goggans, above. 

A. ccordingly, it is held that only one-half of the administration 
expenses are allowable as a deduction under section 2058(a) of the 
Code in the estate of a decedent subject to Texas community property 
law, except where separate property is also administered in the estate, 
in wliich case the deduction is allowable proportionately. However, 
expenses which can be specifically allocated to the decedent. 's share 
of the community property, such as attorney's fees incurred in the 
determination or litigation of estate and inheritance taxes in connec- 
tion with his share of the property, are fully deductible. Expenses in- 
curred solely in determining estate tax liability are allowable in full 
to the decedent's estate. The deduction for all other ordinary expenses 
in any way connected with the management or division of the com- 
munity should be limited to fifty percent of the expenses. See Estate 
of JMlins C. Lang v. ('ommissioner, 97 Fed. (2d) 867 (1988), with 
opinion on other issuesin 804U. S. 264 (1988), Ct. D. 1842, C. B. 1988 — 1, 
507. 

The solution to the problem relating to unpaid ad valorem taxes 
assessed against the separate property of the decedent depends upon 
whether a Texas Probate Court would charge the survivmg spouse's 
sliare of the community with one-lialf the amount owed at the dece- 
dent's death. Under Texas community property law, there are com- 
munity debts and separate debts. For instance, if cemmunity funds 
are expended to improve separate property or to pay off antenuptial 
debts, then on dissolution of the marriage the nonowner spouse has a 
right of reimbursement against that separate property to the extent 
that his or her share of the property was expended. Debts other than 
those for which there is a right of reimbursement are community debts, 
and insofar as they are in existence at the time of the decedent's death, 
the surviving spouse's share of the community may be charged with 
one-half of them. 

Although the cases in Texas are not wholly in accord on the question 
of taxes on separate property paid for with community funds, the 
general rule is that expenditures for taxes on separate property create 
no equitable claim for reimbursement unless the expenditures by the 
community are greater than the benefits resulting to it. See Cowmen v. 
Alexander, et aK, 171 S. W. (2d) 828 (1948). Thus, unless it can be 
shown that a right of reimbursement exists as to the taxes already 
paid, the surviving spouse's share of the community should be charged 
with one-half of the amount of unpaid t;ixes at the decedent's death 
regardless of whether a, lien has attached or not. 

Therefore, a deduction will be allowed for only one-half of the 
amount of unpaid ad valorem taxes on decedent's separate property 
in a, ll cases, except where it can be shown by a proceeding in a court 
of competent jurisdiction that the nonowner spouse has a right of 
equitable reimbursement for taxes already paid with his or hei funds. 
In the latter case, a pro rata deduction will be allowed in accoidaiice 
with the terms of the reimbursement allowed by the court in tlie 
adversary proceeding. 
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Generally, funeral expenses are community debts in Texas. In the 
Goggeits case, above, it was held that funeral expenses of a deceased 
spouse in a reasonable amount are primarily chargeable to the com- 
munity estate. Also, Speer's 3IIantal Eights in 2'eaa8, Fourth Edition, 
Volume I, at pages 539 and 540, points out, "Ordinarily debts created 
after the dissolution of the marriage are not community debts, yet 
the estate (community) is liable for all such things as funeral expenses, 
tombstones and the like. " 

In Commissioner v. 8teiom't, 49 Fed. (2d) 25Y (1981), certiorari 
denied 284 U. S. 658 (1981), Ct. D. 428, C. B. X — 2, 425 (1931), funeral 
expenses were held to be chargeable against the Texas decedent's half 
of the community property. However, no recent Texas cases have so 
held and, in the 1Voimood case, above, funeral expenses were held to 
be a legitimate charge against the community esta, te and deductible 
before partition. In that case, the Court of Civil Appeals of Texas 
stated at page 1108: "Further, if there be anything in the opinion in 
Blair v. 8teiouit, 5 Cir. , 49 F. 2d 25Y, implying a diQ'erent applica- 
tion of the rules of law employed in the disposition of this appeal, then 
we are of the opinion that the authority cannot be given any effect 
here in view of the opinions of our Supreme Court above cited, as well 
as those of other appellate courts of this State, " 

Accordingly, only one-half of the funeral expenses incurred by the 
estate of the first community partner to die are allowable based on 
applicable local la w. 

SECTION 2056. — BEQUESTS, ETC. , TO SURVIVING SPOUSE 
26 CFR 20. 2056(a) — 1: Marital deduction; in Rev. Rul. 66 — 60 

general. 
(Also Sections 2086, 2040; 20. 2033 — 1, 

20. 2040 — 1. ) 
Where a husband and wife hold property as tenants by the en- 

tirety and it cannot be determined that they have died other than 
simultaneously, the full value of the property (purchased entirely 
with consideration furnished by the husband) is 'ncludible in the 
husband's gross estate. However, under section 3 of the Uniform 
Simultaneous Death Act, a presumption of survivorship in the wife 
is created with respect to half of the property held by the entirety. 
With respect to this property she has survived and the property 
passes to and is includible in her estate. Therefore, the husband' s 
estate is entitled to a marital deduction to the extent of the one-half 
interest passing to the wife. 

Advice has been requested as to (1) the extent to which the value of 
property is includible in each decedent's gross estate in a situation 
where there is simultaneous death and the property involved is held 
in tenancy by the entirety, and (2) whether a marital deduction is 
allowable under section 2056 of the Internal Revenue Code of 1954. 

A husband and wife were killed in an automobile accident under 
circumstances wherein there was not sufhcient evidence as to which. 
spouse may have died first. The husband furnished the entire con- 
sideration for the purchase of certain realty v hich was held by them 
as tenants by the entirety. The husband's will contained no state- 
ment as to v. hich should be considered to have survived the other in 
case they died in 'a common disaster. T' he decedents resided and per- 
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ished in a state which has adopted the Uniform Simultaneous Death 
A. ct, and the property in question was located in that state. 

The purpose of the Uniform Simultaneous Death Act is to provide 
for the devolution of property where there is insuScient evidence 
that persons have died otherwise than simultaneously. Section, & 

ot the Act is peitinent to this case ancl it states: 
Joint Tenants or Tenants by the Entirety — Where there is no sufiicient evi- 

dence that two joint tenants or tenants by the entirety have died otherwise than 
simultaneousiy the property so held shall be distributed one-half as if one had 
survived and one-half as if the other had survived. 

With regard to the amount includible in the husband's gross estate 
as to the tenancy by the entirety property, section 2040 of the Code 
and section 20. 2040 — 1(a) (2) of the Estate Tax Regulations require 
that the value of all property in which the decedent at the time of his 
death held an interest, either as joint tenant or as a tenant by the en- 
tirety be included in his gross estate, except to the extent that it can be 
shown that a part of such property originally belonged to tlie spouse 
or other joint tenant or was received or acquired by him or her from 
the decedent for an adequate and full consideration. 

Inasmuch as the property in question was held in tenancy by the 
entirety at the time of the husband's death and since there is no evi- 
dence to indicate that the wife furnished any consideration for the 
property, it is held that the full value of the property is includible 
in the htisband's gross estate. 

With respect to the wife's interest in the entirety property, section 
2088 of the Code provides that the gross estate of a decedent includes 
the value of all property in which he had an interest at the time of 
his death. Inasmuch as the estate of the wife is entitled to a, half 
interest in the property under the courts' construction of the Uniform 
Simultaneous Death Act, as discussed hereinafter, one-half of the 
value of' the property held in tenancy by the entirety is includible in 

the wife's estate under section 2033 of the Code. 
With regard to the allowable m;irital deduction, section 20o6 of 

the Code states that a deduction is allowed with respect to tlie value 
of' any property which passes from the dececlent. to his surviving 
spouse, but, only to the extent that such property is included in deter- 
mining the value of the decedent's gross estate. 

Section 20. 2056(a) — 1(b) of the regulations sets forth five conditions 
which an executor must establisli in order to obtain the marital de- 

duction. Tivo of these are: 
(1) That the decedent was survived by his spouse, and 
(2) That the property interest passed from the decedent to his spouse. 

Where the order of deaths of the decedent and his spouse cannot be 
established by proof, a, presumption (whether supplied by local law, 
the decedent's will or otherwise) that the decedent "was survived by his 
spouse" will be recognized as satisfying requirement (1) only to the 
extent that, it has the e8ect of giving to such spouse an interest in prop- 
erty includible in her gross estate. Under such circumstances, if an 
estate tax return is required to be filed for the estate of the decedent, 's 

spouse, the marital deduction wil] not be allowed in the final audit of 
the estate tax return of the decedent's estate with respect to any prop- 
erty interest which has not been finally determined to be includible 
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the gross estate of his spouse. Section 20. 2056(e) — 2(e) of the 
regulations. 

The crux of the matter, therefore, is whether under the Uniform 
Simultaneous Death Act there is a presumption that the husband' s 
spouse survived him since the husband's will contained no such 
presumption. 

Section 8 of the Uniform Simultaneous Death Act does not include 
the word "presumption. " However, section 20. 2056(e) — 2(e) of the 
regulations is not, mterpreted as requiring the existence of an express 
"presumption" in a statement of the state law if the effect on the ad- 
ministration of e;«. h one-half of the joint tenancy property is the same 
as if there were an express presumption of survivorship. The Internal 
Revenue Service interprets section 8 of the Uniform Act as providing 
a formula for the devolution of the decedent's property and creating a 
presumption of survivorship in each person as to his own property. 
This viev. is expressed by ihe courts in various states where cases have 
arisen under the Act, . 

In cVienu Beach Fi I'st IVcticnal Bank v. 3fiami Beach Fir8t 2Vational 
Bank, 52 So. 2d 898 (1951), the Supreme Court of Florida, in deciding 
that the estate of the remainderman was entitled. to her sha~re pursuant 
to the provisions of the wi]l, said at page 896: 

The Simultaneous Death Act discards the idea of proving survivorship and 
proceeds on the presumption that each person is the survivor as to the property 
alloted [sic] to him and adruinisters the estate accordingly. 

Here the court interpreted the Act as creating a, presumption of sur- 
vivorship of a person with respect to the property received by the es- 
tate of that person. 

I~& cVccyor ond Cit~~ Council o j Bcltimore v. white, 189 Md. 571, 56 A. 
2d 824 (1948), the Court of Appeals of Maryland in arriving at its con- 
clusion held, in efFect, that the Act creates a presumption of survivor- 
ship in each as to his own property, and there is, therefore, survivor- 
ship within the meaning of the lapsed legacy statute. 

Therefore, it is held that, where a husband and wife hold property as 
tenants by the entirety and it cannot be determined that they have died 
other than simultaneously, section '3 of the Uniform Simultaneous 
Death Act creates a presumption of survivorship in the wife with re- 
spect to a one-half interest, in the property su%cient to satisfy the re- 
quirements of section 2056(a) of the Code to the extent recognized 
under section 20. 2056 (e) — 2(e) of the regulations, thereby entitling the 
husband's estate to a marital deduction of the value of the one-half in- 
terest passing to the wife. 

26 CFR 20. 2056(b) — 5: Marital deduction; life 
estate with power of appointment in surviv- 
ing spouse. 

Rev. Rul. 66 — 89 

An interest passing in trust may qualify for the marital deduc- 
tion under section 2056 of the Iuternal Revenue Code of 1964, not- 
withstanding provisions granting to the trustees administrative 
powers, including the power to determine the allocation or appor- 
tionment of receipts and disbursements between income and corpus, 
if under the local law applicable to the administration of the trust, 
reasonable limitations are placed upon the exercise of the powers. 
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A. dvicc has been requested whether a marital deduction may be 
allowed under section 2056 of the Internal Revenue Code of 1054 fo r 
the value of a bequest in trust, where the trustees were granted certain 
powers to determine investment and disbursement policy. 

The decedent bequeathed. to trustees property valued at an amount 
equal to 50 percent of his adjusted gross estate as defined. in section 
2056 of the ('ode, less the value of any other property included in his 
gross taxable estate, for Federal tax purposes, with respect to which 
a, cleduction is a, llowable under section 2056 of the Code. The trustees 
were directed to hold and administer the trust and pay the entire net 
income therefrom to or for the benefit of the decedent's surviving 
spouse for life, in annual or more frequent installments. The surviv- 
ing spouse was given the power to appoint by will any part or all of 
the principal of the trust to her estate. 

The trustees of the trust were specifically authorized and empowered, 
in their sole discretion: 

(e) to retain cash included in any trust fund without investment thereof for 
such period of time as they shall deem advisable, whenever the trustees shall 
determine that it is inadvisable to invest such cash because of market conditions 
or for any other reason; 

fn) to determine whether receipts and disbursements shall be credited to or 
charged against principal or income, or partly to or against principal and partly 
to or against income, which determination shall be conclusive upon all persons 

and corporations interested therein; * * * 

Under the State law applicable to the administration of the trust, 
all exercises of discretion by the trustees are to be made solely in a 

fiduciary capacity in accordance with the general standards of trust 
administration imposed upon trustees. In making allocations of 
receipts and disbursements between principal and income, State law 

also requires that the trustees apply reasonable accounting principles. 
Thus, the courts of the State afFord a remedy in the case of an allocation 

by trustees which is contrary to reasonable accounting principles, not- 

withstanding the authority given to the trustees to make determina- 
tions in this regard. 

The State law imposes upon the trustees the duty of making good 
faith investments in the fiduciary capacities. It requires the trustees 
to invest as prudent men and also to exercise such prudent investment 
discretion at reasonable intervals. This duty affords the surviving 
spouse a remedy in the event that the trustees, relying on their au- 

thority under paragraph (e) of the will, unreasonably retain assets in 

the form of uninvested cash. 
Section 2056(b) (5) of the Code provides, in part, that, in the case 

of an interest in property passing from the decedent, if his surviving 
spouse is entitled for life to all the income from the entire interest, 
payable annually or at, more frequent, intervals, with power in the 
surviving spouse to appoint, the entire interest, , no part of the interest 
so passing shall, for purposes of the marital deduction, be considered 
as passing to anyone other than the surviving spouse. 

Section 20. 2056 (b) — 5 (f ) (4) of the Estate Tax Regulations provid~, 
in part, as follows: 

(4) Provisions granting administrative powers to the trustees will not have 
the effect of disqualifying an interest passing in trust unless the grant of powers 
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evidences the intention to deprive the surviving spouse of the beneficial enjoy- ment required by the statute. Such an intention will not be considered to exist if the eutire terms of the instrument are such that the local courts will impose reasonable limitations upou the exercise of the powers. Among the powers which if subject to reasonable limitations will not disqualify the interest passiug in trust are the power to determine the allocation or apportiomneut of receipts and disbursements betweeu income and corpus, the power to apply the iucome or 
corpus for the benefit of the spouse, and the power to retain the assets passing to the trust. 

The administrative powers granted to the trustees under para- 
graphs (e) and (n) of the will do not evidence an intention to deprive 
the surviving spouse of the beneficial enjoyment required by the statute. 
The power of the trustees under paragraph (e) to retain cash without 
investment is subject to the right of the spouse, under State law, to 
require that the trustees either make the property productive or con- 
vert it within a reasonable time. The powers of the trustees under 
paragraph (n) to allocate receipts and disbursements between princi- 
pal and income are subject to reasonable limitations under the ap- 
plicable State la vv. 

Accordingly, it is held that a lnarital deduction may be allowed, 
under section 2056 of the Code, for the value of the bequest in trust 
in the instant case. 

Rev. Rul. 66 — 189 26 CFR 20. 2056 (e) — 2: Marital deduction; 
definition of "passed from the decedent to 
his surviving spouse. " 

A settlement payment made by the executor of a decedent's estate 
to decedent's surviving spouse in compromise of a claim made by her 
in good faith for an absolute dower interest under State law, follow- 
ing arm' s-length negotiations, qualifies for the marital deductiou for 
Federal estate tax purposes. 

Advice is requested whether an amount paid to a surviving spouse 
pursuant to a compromise agreement qualifies for the marital deduc- 
tion for Federal estate tax purposes under the circumstances described 
below. 

The decedent bequeathed to his surviving spouse an income interest 
in his estate during her lifetime or until her remarriage. The widow 
renounced under the will and instead claimed and elected to take her 
dower interest in the estate. A widow's dower interest under the law 
of the local jurisdiction is a one-third part absolutely in the realty and 
personalty owned by her husband at the time of his death. However, 
because of an antenuptial agreement entered into by the decedent and 
his wife whereby each renounced all rights, present and future, in and 
to any and all property of the other, the executor of decedent's estate 
denied her claim of dower. The widow contended that the agreement 
was invalid on the grounds that it was entered into by her without 
consideration, without disclosure, and without legal advice. Prior to 
a hearing on her claim, the controversy between the interested parties 
~as settled by their entering into a compromise agreement whereby 
the widow was paid 8x dollars in settlement of all her rights and in- 
terests in the estate. This amount divas 1x dollars in excess of the value 
of the interest she would have received under the will. The value of 
the gross proba, te estate was approximately 11m dollars. 
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Section 2056(a) of the Internal Revenue Code of 1954 provides that 
the value of the taxable estate shall be determined. by deducting from 
the value of the gross estate an amount equal to the value of any in- 
terest in property which passes or has passed from the decedent to his 
surviving spouse. For purposes of this section, an interest in property 
sh;ill be considered as passing from the decedent to his surviving 
spouse if such interest is the dower or curtesy interest, or statutory 
interest in lieu thereof, of such person. Section 2056(e) (8) of the 
Code. Where a, surviving spouse elects dower or her statutory share 
in her husband's estate instead of the interest which he left her in his 
will, the interest which she takes, rather than the interest which she 
renounces, is regarded as passing to her from the decedent. Section 
20. 2056(e) — 2(c) of the Estate Tax Regulations. 

The Supreme Court of the United States in Afunro L. Lyeth v. Hoey, 
805 U. S. 188 (1968), Ct. D. 1670, C. B. 1988 — 2, 208, held. that an amount 
paid to an heir from the estate of a decedent in compromise of a 
will contest should be treated as acquired by inheritance for the reason 
that it was possible for him to receive it only because of his 'standing 
as an heir and of his claim in that capacity, While the issue there 
presented was the income tax liability of such heir, the rationale has 
long been followed in Federal estate tax cases. Estate of John Sage v. 
Commissioner, 122 Fed. (2d) 480 (1941), aRirming 42 B. T. A. 1804, 
certiorari denied, 814 U. S. 699 (1942); Estate of LVary Clare Afi7ner v. 
C'oniuiis~ionei:, 6 T. C. 874 (1946), acquiescence, C. B. 1946 — 2, 4. 

However, where there is a will contest and a, property interest is as- 

signed or surrendered to the surviving spouse, the interest so acquired 
is regarded as having passed from the decedent to his surviving spouse 

only where the assignment or surrender was a bona fide recognition 
of the surviving spouse's rights in the decedent's estate. Section 
20. 2056 (e) — 2 (d) of the regula~tions. The regulations further provide 
that "such a bona, fide recognition will be presumed where the assign- 

ment or surrender was pursuant to a decision of a local court upon the 

merits in an adversary proceeding following a genuine and active con- 

test. However, such a decree will be accepted only to the extent that 

the court passed upon the facts upon which deductibility of the prop- 

erty interests depends. If the assignmerit or surrender was pursuant 

to a decree rendered by consent, or pursuant to an agreement. not to 

contest the will or not to probate the will, it will not necessarily be 

a~ cepted as a bona fide evaluation of the rights of the spouse. " On 

the other hand, a valid claim to a share in decedent's estate made. in 

good faith and ~settled as a result of arm s length negotiations without 

'iny court, contest will qualify as a bona fide claim within the meaning 

of the regulations. Estate of Gertrude P. Barrett v. Commissioner, 

22 T. C. 606 (1954), acquiescence, C, B. 1954 — 2, 3; Estate of Leo J'. 

Dutchess v. Comm&ss~oner, 34 T. C. 918 (1960), acquiescence, C, B. 
1961 — 1, 4. 

Following the rationale of the Lyeth and Barrett decisions, the 

amount paid to a surviving spouse pursuant to a bona fide compromise 
agreement in recognition of her alleged rights in her deceased hus- 

band's estate qualifies for the marital deduction to the extent that the 

interest which would have passed to her as a result, of the completed 
exercise of such rights would have been a deductible interest. 
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With respect, to the e8ect of an antenuptial agreement& tile Suprelne 
Court of Florida, in the case of De/ Uecc3&io v. De3 Uecc3tfo, 143 So. 
(2d) 17 (1962) stated: 

Inadequacy of provision for lb. wife does not in itself vitiate aii antenup- 
tial agreement. If, when she signed the contract freely and voluntarily, 
she had some understan&liug of her right~ and had been fully informed by 
the husband as to his property or if, notwithstanding the hu, b«nd's failure 
to disclose, she had or reasonably should have had a general and approxi- 
mate l-nowledge of the character and extent of his property she &vill be bound. 

In renianding the case to the trial court, however, the court said: 
The questions of whether she had some umlerstanding of her rights an&1 

had or reasonably should have had a general and approximate knowledge 
of her future husband's property are matters of fact to be determined by 
the chancellor upon the evidence and his fincling thereon will not lightly 
be disturbed, 

Accordingly, it is held that tlie settleni& nt payment made by the 
executor of decedent's estate to the surviving spouse follovving arm' s- 
length negotiations, in compromise of a clai»i made by her in good 
faith for a, one-thircl, absolute, dower interest under State lav», qualifies 
for the marital deduction for I&'ederal estate tax purposes. 

CHAPTER 12. — GIFT TAX 

SUBCHAPTER A. — DETERMINATION OF TAX LIABILITY 

SECTION 2501. — IMPOSITION OF TAX 

26 CFR 25. 2501 — 1: Imposition of tax. 
Waiver of commissions by an executor of a decedent's estate. See 

Rev. Rul. 66 — 167, page 20. 

SUBCHAPTER B. — TRANSFERS 

SECTION 2515. — TENANCIES BY THE ENTIRETY 
Rev. Rul. 66 — 40 26 CFR 25. 2515 — 1: Tenancies by the entirety; 

in general. 

The interest held bv a taxpayer in a New York cooperative apart- 
ment as a tenant-stockholder is not considered "real property" for 
the purposes of the exception provided in section 2515(a) of the 
Internal Revenue Code of I'%4 to the general rules for taxing the 
creation of a tenancy by the entirety under the gift tax provisions. 

Advice has been requestecl whether the transfer of a, taxpayer's 
interest in a cooperative apartment to her husband and herself as joint 
tenants must be treated as a taxable gift under the circumstances 
described below. 

Taxpayer was the tenant-owner of an interest in a, cooperative apart- 
ment in New York City in which she and her husband reside. As 

225 — 688' — 66 — 16 
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such, she held a specified number of shares of the common stock. of the 
corpoi'ation which owns the building and a 25-year lease of the dwell- 
ing unit. After several years of occupancy under the lease, she trans- 
ferred the stock and lease to herself and. her husband as joint tenants 
with right of survivorship so that, in accordance with New York law, 
her interest, in the apartment would pass to her husband by operation 
of law in the event of her death. 

Under the provisions of section 2515(a) of the Internal Revenue 
Code of 1954, the creation of a tenancy by the entirety in real prope t 
eit ier by one spouse alone or by both spouses shall not be deemed a 

' 
li 

ry 
t ra«sf er for purposes of the gift tax unless the donor elects to have such 
creation of a tenancy by the entirety so treated. In section 2515(d) 
of the Code, the term "tenancy by the entirety" is defined. to include 
a joint tenancy between husband and wife with right of survivorship. 

During calendar years prior to 1955, the contribution made by a 
husband or wife in the creation of a tenancy by the entirety was a tax- 
able gift to the extent that the consideration furnished by either spouse 
exceeded the value of the rights retained by that spouse, such retained 
rights depending upon the law of the State in which the property is 
located. As pointed out in House Report No. 1837, 88d Congress, 2d 
session, at page 480, many couples who elect this method of buying a 
home have no intent ion of making a gift, includible for Federal gift 
tax purposes, at the time of the creation of the tenancy by the entirety, 
or any knowledge that they are considered as having done so. In 
order to a. lleviate this situation, Congress created an exception to the 
general rules for taxing tenancies by the entiretv and joint tenancies 
under the gift tax by enacting section 2515 of the Code. This excep- 

tion, however, is limited to the creation of tenancies by the entirety 

in real estate between the spouses after 1954. It does not extend to 

the creation of joint estates between spouses in personal property at 

any time. 
In the field of coopeiative apartment dwe]linm, the form of orga- 

«ization most commonly employed is the corporate-proprietary lease 

form, as typified by the instant case. Under this plan, a corporation is 

or& aiiized and the land and buildings conveyed to it. The corporation 

then leases specific apartments to its shareholders. The ownership 

of corporate stock, in itself, confers no right of occupancy to an apart- 

ment although the execution and continuance of a lease is dependent 

upon tlie lessee being the owner of a specified quantity of shares of 

the owning corporation. 
Under New York law, an interest in a cooperative apartment is 

classed as personal property. In re Estate of Evert 8chlesinger, 22 

Misc. (2d) 810 (N. Y. 1959) and In re 3filler'8 Estate, 205 Misc. 770, 

(N. Y. 1954). In the case of 3fi7ler'8 E8tule, the Surrogate's Court for 

New York County held that incorporated cooperative apartment orga- 

nization stock and pi'oprietary apartment lease, for the procurement of 
which stock ownership was a prerequisite, constituted personalty and 

did not pass by devise of "all the real estate owned by me. " The court 

stated, "Considered separately the shares of stock and the lease each 

would be considered personalty for purposes of estate distribu- 

tion. ~ * ~, and the fact that the stock ownership is prerequisite to 
the procurement of the lease would not seem to affect the legal classi- 

fication of these assets, " 
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-A long line of New York decisions has consistently held that the 
interest. of a tenant of realty under a real estate lease is not realty but 
is a chattel real which is personal property and not subject to tax upon 
real property. Arnpco Printing-Advertisers' Offset Corp. , et al; v. 
City of LVeto York, 14 N. Y. (2d) 11 (1964); In the . llntter of Fort 
FInntilton . 1lanor, Inc. v. Borland, et a/. , 4 N. Y. (2d) 192 (1958); 
Gramman Aircraft Itnyineeriny Corporation v. Board of Assessors of 
the Toton of River hend, et al. , 2 N. Y, (2d) 500 (1957); First Trust c(. 
Deposit Co. v. 8yrdelco, Inc. . et nl. , 249 App. Div. 238 (N. Y. 1936). 
In the Gruinmnn Aircraft Enyineeii»y Corporation case, the New 
York Court of Appeals stated: 

It is significant to note that nowhere in the Tax Law has the Legislature 
characterized a leasehold as taxable real propertv. Such omission is under- 
standable, as a lease for years is deemed personalty. 

In providing in section 2515(a) of the Code an exception from the 
gift tax provisions of the creation of tenancies by the entirety in "real 
property, " Congress indicated in no way a modification of the concept 
of. that term as used at, common law. No special meaning is shown 
by the context or the history of the enactment and the regulations 
have not undertaken to define that term. Furthermore, as pointed out 
above, the New York courts have consistently held that a lease or a 
chattel real, although considered an interest. in real property, is 
personalty and not within the meaning of rea, l property as used in the 
statutes. A leasehold interest in a cooperative apartment is no excep- 
tion to this general rule. 

Accordingly, it is held that the taxpa, yer's interest in a cooperative 
apartment does not, qualify under New York law as real property for 
purposes of the exception created under section 2515(a, ) of the Code to 
the general rules for taxing tenancies by the entirety under the gift 
tax provisions. 

SUBTITLE C. — EMPLOYMENT TAXES 

CHAPTER 21. — FEDERAL INSURANCE CONTRIBUTIONS 
ACT 

SUBCHAPTER C. — GENERAL PROVISIONS 

SFCTION 8121. — DEFINITIONS 

Rev. Rul. 66 — 74 

So-called "gratuities" collected by a club through mandatory 
charges added to its members' bills are service charges, rather than 
tips, for Federal employment tax purposes. 

Advice has been requested whether amounts which a, club collects 
through mandatory charges added to its meinbers' bills and which 
it, subsequently disburses to its eniployees with their wages may be 
treated by the club as tips for purposes of the Federal Insurance Con- 
tributions Act and the Collection of Income Tax at Source on 0 ages 
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(chapters 21 and 94, respectively, subtitle C Internal Revenue Code 

The club in the instant case operates on a charge basis only and does 
not permit direct tipping. Its members are billed. for seryvices, and 
mandatory "gratuities" are added. The "gratuities" are then dis- 
ursed with the employees' wages. The club has in the past treated 

the "gratuities" as service charges subject to all the Federal employ- 
ment taxes, including income tax withholding. The question pre- 
sented requires a determination under the provisions of the Internal 
Revenue Code as amended by section 818 of the Social Security 
Amendments of 1965, Public Law 89 — 97, July 60, 1965, C. B. 1965 — 9, 
601, at page 606, whether the club may now treat the "gratuities" as 
tips, and whether the club is thus relieved. from liability for the ern- 
ployer taxes imposed by the Federal Insurance Contributions Act. 

The Internal Revenue Service has consistently differentiated tips 
or gratuities paid directly and voluntarily to an employee by a cus- 
tomer of the employer from so-called "fatuities" which actually are 
mandai, ory charges added to a customer s bill. Under rulings hereto- 
fore published, a mandatory charge added to a bill is not a tip or 
gratuit, y. 

In S. S. T. 145, C. B. 1937 — 1, 446, the Service held that where a club 
does not permit the tipping of employees but in lieu thereof adds 
10 perceni; to the cafe charges against its members' accounts and dis- 
burses the added amounts monthly to the club's. waiters, the sums so 
disbursed are wages. The addition of the 10 percent is an arbitrary 
charge set by the club which the member must pay. The amount is 

clearly, therefore, not a gratuity. 
In Revenue Ruling 57 — 397, C. B. 1957 — 9, 628, the Service held that 

amounts which customers are required to pay to a hotel as service 

charges for using the hotel's dining facilities and which the hotel 

later disburses to its waiters and other employees are wages for Fed- 

eral employment tax purposes. The customer has no choice in the 

matter, and for that, reason the amount is not a tip or gratuity. 
In Revenue Ruling 59 — 9M, C. B. 1959 — 2, 215, the Service amplified 

Revenue Ruling 57 — 697 to state that where negotiations between a 

hotel and a customer for the use of the hotel's banquet facilities are 

not, restricted to the cost of meals and beverages but also include or 

contemplate additional amounts for distribution to employees of the 

hotel, then the amounts so distributed are not tips or gratuities but 

are wages for Federal employment tax purposes, including income tax 

withholding. The Revenue Ruling stated further: 

To constitute a "tip" in the commonly accepted meaning of the term, it is in- 

herent in the nature thereof that certain fundamental characteristics be present. 

It must be presented by the customer free from compulsion; he must have the 

unrestricted right to determine the amount thereof; and such amount should not 

be the subject of negotiation or dictated by employer policy. Generally, the 

customer has the right to determine precisely who shall be the recipient of his 

generosity. The absence of any of these factors creates a serious doubt as to 

whether the payment is really a tip and indicates that it is in fact a service 

charge for the use of certain facilities. 

Tips or gratuities paid before 1966 directly to an employee by a 

customer of an employer and not accounted for by the employee to 

the employer, although includible in the employee's gross income, were 

not wages subject to the Federal employment taxes. Under section 



231 l$ 3121. 

6 53(a) of the Code, an employee who receives cash tips amounting 
to &t&20 or more in any calendar month after 1065& in the course of his 
employment by an employer, must report the tips to the employer by 
furnishing one or nlore written statements not later than the 10th 
day following the month of receipt. The employer n&ust ivithhold 
the employee taxes under the Federal Insurance Contributions Act 
and the income tax on the reporte&l tips from wages of the employee 
(other than tips) uncler the employer&s control or from other funds 
made available for this purpose by the employee. Tips received after 
1065 are not subject to the emplover taxes imposed by the Federal 
Insurance Contributions Act. 

The congressional intent with respect to the treatment on and after 
January 1, 1066, of so-called "gratuities" which actually are service 
charges of the type the Service has consistently held to be wa&&es is 
expre. so&i in the Conference Report on Public Law 89 — 07 (II. Rept. 
682, 80th C'ong. , C. B. 1065 — ?, 771, at page 778) as follows: 

Under the conterence agreement, the provisions of section 313 of the bill 
are to apply ivith respect to all tips received by e&»ployees after IM5 includ- 
ing those ivhich under existing law would have bee» covered for social se- 
curitv tax pu&q&oses 1&y reason of being accounted for by the employee to the 
employer. The provisions of section 313 of the bill, of course, do not apply 
to amounts which. although denominated tips, constitute wages under present 
law irrespective of ivhether accounted for by the e&nployee to his e&nployer. 

Under the "present, lair" referred to in the Conference Report (that 
is, the lair in effect before 1066), service charges collected from mem- 
bers or customers and distributed before 1966~to employees are ivages, 
and not tips, under the rulings published in S. S. T. 145 and Revenue 
Rulings 57 — 397 and 50 — 252, referred to above. The charges continue 
to be ivages, and not tips, under the Code as alnende&l by the 1965 
amendments. Accordingly, the club in the instant case may not treat 
the "gratuities" it collects, through mandatory charges, as tips for 
Federal employment tax purposes. and the club is not, relieved from 
liability for the employer taxes. The club should continue to treat 
these amounts as service charges which are wages subject to both 
the employee and employer taxes under the Federal Insurance Contri- 
butions Act, to the employer tax under the Federal Unemployment 
Tax Act, and to income tax withholding. 

The additions and amendments made to the Code by the provisions 
of section 313 of the Social Security Amendments of 1065 have no 
e8ect on S. S. T. 145, Revenue Ruling 57 — 397 or Revenue Ruling 59 — 252, 
referred to above. 

Rev. Rul. 66 — 75 

The Internal Revenue Service answers various questions concern- 
ing the treatment and reporting of tips under the Federal Insurance 
Contributious A. ct. 

Various questions have been presented to the Internal Revenue 
Service relative to the treatment and reporting of tips under the Fed- 
eral Insurance Contributions Act (chapter 21, subtitle. C, Internal 
Revenue Code of 1054), as amended by section 313 of the Social Secu- 
rity Amendments of 1'065& Public Law 80 — 07& C. H. 1065 — 2, 601. The 
questions presented and answers thereto follow: 

Qt&eation8 1 and 8. — Assume that during 1066 and before the end 
of that year an employee has received "wages" paid by his employer 
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in the amount of $5, 000 and has received cash tips (from customers 

of his employer) in the amount of $1, 600. If the employer continues 

to pay additional wages to the employee in 1966, is the employer liable 

for the employer taxes on the additional payments to the employee 
over and above the $5, 000 and up to the annual wage limitation of. 

$6, 600 during 1966& Is the employee liable for the employee taxes 
on these additional payments ~ 

Ansioers to Questions 1 and 8. — After 1965 the term "wages", as 
defined in the Act, includes certain tips for purposes of the employee 
taxes but not for purposes of the employer taxes. Under these facts 
the employer incurs liability for employer taxes on the first $6, 600 
of wages he pays to the employee in 1966, but the tips received by the 
employee are not subject to the employer taxes. The employee taxes' 

apply to the first $6, 600 of wages, including tips, received by the 
employee (that is, the first, $5, 000 received from the employer and the 

$1, 600 tips). The additional payments made by the employer are 
not subject to employee taxes. Stated difierently, tips count against 
the $6, 600 annual limitation of wages subject to the employee taxes, 
but the employer's liability for employer taxes on wages continues 
until wages other than tips total $6, 600 for the year. 

Questions 8 ond $. — 8. If an employee receives $40 in cash tips 
d. irectly from customers of his employer during March 1966 and re- 
ports the $40 to his employer during the first 10 days of April, should 
the $4. 0 be reported by the employer in his return on Form 941, 
Employer's Quarterly Federal Tax Return, for the first quarter of 
1966 or for the second quarter of 1966~ $. If an employee receives 
$80 in tips during March 1966 and reports $50 of this amount to his 
employer on March 25 and reports the balance of $80 to his employer 
on April 9, when should the employer report these tips & 

Anweers to Questions 8 and $. — Tips reported by an employee to his 
employer in a written statement as required by section 6058(a) of the 
Internal Revenue Code of 1954 are deemed to be paid to the employee 
at the time the written statement is furnished to the employer. (If a 
written statement is not furnished, the tips are deemed to be paid'at 
the time the tips are actually received by the employee. ) Under section 
6058 (a) of the Code, an employee who receives cash tips amounting to 
$20 or more in any calendar month after 1965, in the course of his 
employment by an employer, must report the tips to the employer by 
furnishing one or more written statements not later than the 10th day 
following the month of receipt. 

In question 3 the tips received in March and reported during the first 
10 days of April should be treated as paid to the employee in April. 
These tips should be included in the return of the employer for the 
second quarter of 1966. 

In question 4 the $50 reported on March 25 should be treated as if 
paid on that date and should be included in the return of the employer 
for the first quarter. The balance of $80 should be treated as if paid 
when reported, on April 9, and should be included in the return for the 
second quarter. 

Question 5'. — This question relates to section 8121(a) (12) (B) of the 
Act, , under which cash tips actually received by an employee in any 
calendar month in the course of his employment are not taxable wages 
unless the amount is $20 or more. Assume that in March 1966 an 



233 [$ 3121. 

employee actually receives $81 in cash tips from his employer's cus- 
tomers, and that. in making written. reports thereof to his employer as 
required by section 6058(a) of the Code, the employee reports $20 on 
March 81 and $11 on April 5. To what amount do the employee taxes 
apply ' . 4nstoe~ to QuesA'on G. — Under these facts the eniployee taxes apply 
to the entire $81. The exclusion provided by section 3121(a) (12) (B) 
of the Act does not apply, because the amount of-cash tips actually 
received in March was $31. Assuming that these were the only tips 
received by the employee in the course of his employment, the employer 
would report $20 in his return for the first quarter of 1966 and $11 
in his return for the second quarter of 1966. 

26 CFR 31. 8121(a) — 1: Wages. 
(Also Sections 61, 3806, 8401; 1. 61 — i, 81. 8306 

(b) — 1i 81. 8401 ( a ) — 1. ) 

Rev. Rul. 66 — 41 

An amount equal to an employment agency fee previously paid 
by an eniployee which is reimbursed by the employer to the employee 
after he has completed a specified period of satisfactory service is 
additional wages to the employee subject to the Federal employment 
taxes and is includible in gross income for Federal income tax 
purposes. 

Advice has been requested whether an amount equal to an employ- 
ment agency fee previously paid by an employee which is reimbursed 
by the employer to the employee after he has completed a specified 
period of satisfactory service is wages subject to the taxes imposed by 
the Federal Insurance Contributions Act, the Federal Unemployment 
Tax A. ct, and the Collection of Income Tax at Source on AVages (chap- 
ters 21, 23, and 24, respectIvely, subtitle C, Internal Revenue Code of 
1954), and whether the amount. of the reimbursement is includible in 
the employee's gross income for Federal incoine tax purposes. 

An employer recruits employees through an employment agency 
which charges the prospective employee a fee. The agency, on behalf 
of the employer, advises the prospective employee that if he satisfac- 
torily completes a specified period of employment, the employer will 
reimburse him for the employment agency fee. The employee in the 
instant, case s;itisfactorily completed the required period of employ- 
ment and was reimbursed by his einployer for the fce he had paid the 
agency. 

The contention is made tliat the amount paid by the employer to 
the employee is reimbursement for an expense of the employer incurred 
by the employee in carrying on the ciiiployer's business and, therefore, 
excluded from ~ages and not subject to the Federal employment taxes. 

Sections 81. 8121(a) — 1(h) (Federal Insurance Contributions Act), 
31. 8306(b) — 1(h) (Federal Unemployment Tax Act), and 31. 3401(a)— 
1(b) (2) (Collection of Income Tax at Source on AVages) of the Ein- 
ployment Tax Regulations provide that amounts paid specifically— 
either as advances or reimbursements — for traveling or other bona 
fide ordinary and necessary expenses incurred or reasonably expected 
to be incurred in the business of the employer are not wages. Reim- 
bursement for the employment fee in the instant case, however, cannot 
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be considered a reimbursement within the purview of these sections. 
The employee incurred the expense represented by the fee before he 
entered upon any duties of his employment. The fee was never itself. a 
business expense of the employer, who incurred an expense only when 
he reimbursed the employee. 

The offer of reimbursement made by the employer through the em- 
ployment agency was an o8er of a special payment to be made to the 
employee conditioned on and in consideration for the employee con- 
tinuing in employment and performing satisfactory services for a 
speciiied period of time. Reimbursing the employee for the employ- 
ment agency fee was in the nature of giving him a special bonus which 
he earned by fulfilling those conditions. The reimbursement ofFer was 
a part of the wage structure of the contract of employment. 

Accordingly, under the above circumstances, the amount equal to an 
employment agency fee previously paid by an employee which is reim- 
bursed by the employer to the employee is wages subject to the taxes 
imposed by the Federal Insurance Contributions Act and the Federal 
Unemployment Tax Act, and to the Collection of Income Tax at Source 
on Wages. Since this amount, was paid in consideration for services 
rendered, it is includible in the employee's gross income as compensa- 
tion for Federal income tax purposes. 

The employee's liability for paymentof the fee arises from a contract 
between the employee and the employment agency, and is independent 
of the conditions of employment. The fee is deductible for Federal 
income tax purposes by the employee from his adjusted gross income 
provided he itemizes his deductions. See Revenue Ruling 60 — 998, 
C. B. 1960 — 1, 57. 

(Also Sections 8306y 8401 81 8306 (b) 1& Rev. Rul. 66 — 169 
81. oo401(a) — 1. ) 

A concessionaire operates a leased departmeni: in a store as an 
independent contractor. The store considers the sales clerks in the 
department to be its employees and pays their salaries to them. The 
concessionaire also directs and controls the clerks and pays them 
commissions on their sales. The sales clerks are employees of both 
the store and the concessionaire. Therefore, the commissions paid 
the clerks by the concessionaire are wages for employment. The 
concessionaire is liable for the taxes imposed by the Federal Insur- 
ance Contributions Act, the Federal Unemployment Tax Act and the 
income tax withholding with respect to these "wages". 

S. S. T. 154, C. B. 1937 — 1, 991; and S. S. T. 206, C. B. 1987 — 2, 451, 
distinguished. 

Advice has been requested as to whether commissions paid by a con- 
cessionaire of a leased department in a department store to certain 
employees of the store are wages for purposes of the taxes imposed 
under the Federal Insurance Contributions Act (chapter 91, subtitle 
C, Internal Revenue Code of 19M) . 

'Under a written agreement renewed annually, a concessionaire, in 
consideration of his payment of a specified fee, operates' a department 
in a department store as an independent contractor. The concession- 
aire directly hires, supervises, pays, and discharges all executive person- 
nel in the department and such personnel are considered by the con. - 
cessionaire and the store to be employees of the concessionaire. 



235 [( 3&21. 

The store considers the sales clerks in the leased department to be its 
employees. It retains the right to hire and &1ischarge the sales clerks, 
anrl it. requires them to comply with its regular procedures, The store initially pays the wages to the sales clerks, provides them with em- 
ployee benefits, and re™ports and pays the Federal taxes with respect to these wages. The costs of all oi i hese items are charged as expenses to the concessionaire. 

In implementing the agreement, the store obtains the concessionaire's 
approval before engaging any individual to work in the department. 
Also, departmental reductions in lorce are within the discretion of the 
concessionaire and are effectuated by the store at his request. 

At all times the concessionaire exercises full control in operating the 
department, including day-to-day direction and supervision of all em- 
ployees in the department, subject to general store rules. The conces- 
sionaire instructs the sales clerks as to the qualities of the product and 
as to the selling methods. He pays directly to each sales clerk in the 
department a percentage of the clerk's total sales. 

In general under the Federal Insurance Contributions Act, all 
remuneration for services performed by an employee for his employer 
is wages for employment, with exceptions not here pertinent. Since 
the name by which the remuneration for employment, is designated is 
innnaterial, salaries and commissions on sales are wages if paid as 
compensation for employment. 

Thus, whether the commissions paid by the concessionaire to the 
sales clerks in the department are wages for employment depends upon 
whether the sales clerks are employees of the concessionaire. 

Section 8121(d) of the Federal Insurance Contributions Act pro- 
vides, among other things, that the term "employee" means any in- 
rlividual who, under the usual common law rules applicable in deter- 
mining the employer-employee relationship, has the status of an 
employee. The guides for determining whether, under such rules, 
an employer-employee relationship exists are found in section 81. 8121 
(d) — 1(c) of the Employment Tax Regulations. 

A person may be the servant of two masters, not joint employers, 
at one time and as to one act, if the service to one does not involve 
abandonment of the service to the other (Restatement of the I aw of 
Agency, 2d Ed. , section 226, which has been cited with approval in 
court cases deciding common law employer liability in the area. of 
tort law) . 

The sales clerks in the leased department, , whether they are em- 
ployees of the store or the concessionaire, or both, are clearly employees. 
The store directs ancl controls them as to its general rules and pro- 
cedures. At the same time, the concessionaire exercises the right, to 
control and direct the activities of the sales clerks with respect to 
matters peculiarly pertinent to the sale of the product in order to insure 
the operation of the department in a manner profitable to the con- 
cessionaire. Thus, the sales clerks' services to one employer do not 
involve abandonment of services to the other. The store and the con- 
cessionaire act in conjunction in exercising the right of discharge. 

Accordingly, the sales clerks in the leased department are employees 
of both the store and the concessionaire. 

The commissions paid by the concessionaire to the sales clerks are 
directly related. to the performance of services for him by his em- 
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ployees and are wages for employment. The concessionaire is liable 
for the taxes imposed by the Federal Insurance Contributions Act with 
respect to these "wages. " 

These conclusions are equally applicable for purposes of the tax 
imposed under the Federal Unemployment Tax Act, and for the Col- 
lection of Income Tax at Source on Wages (chapters 28 and 24; re- 
spectively, subtitle C oi the Code) . 

Tlie facts in this case are distinguishable from the facts and cir- 
cumstances in both S. S. T. 154, C. B. 1M7 — 1, 891, and S. S. T. 206, C. B. 
1M7 — 2, 451. In each of the two groups described (other than the 
executive oiiicers) in S. S. T. 154, direction and control over the individ- 
uals involved were exercised solely by one company, the subsidiary in 
the first group, the pa, rent corpora, tion in the second group. In S. S. T. 
206, bonuses paid by a manui'acturer to the salesmen-employees of a 
retail dealer were not wages for employment since the usual attributes 
of. direction and control found in an employer-employee relationship 
did not exist between the manufacturer and the dealer's salesmen- 
employees. 

S. S. T. 154, C. B. 1M7 — 1. 891, and. S. S. T. 206, C. B. 1987 — 2, 451, 
distinguished. 

26 CFR 81. 8121(a) (5): Statutory provisions: 
definitions; wages; payments from or to 
certain tax-exempt trusts, or under or to cer- 
tain annuity plans or bond purchase plans. 

T. D. 6876 ' 

TITLE 2G — INTERNAL REVENUE. — CHAPTER Iq SUBCHAPTER Cq PART 31. — 
EMPLOYMENT TAXES 

q 
APPLICABLE ON AND AFTER JANUARY I) 1935 

Regulations relating to the Federal Insurance Contributions Act 

DEPARTMENT OF THE TREASURY& 
OFFICE OF COMMISSIONER OF INTERNAL REVENUE) 

W'a8hington, D. C. , 8084 
To Officers and Employees of the Internal Revenue Service and Others 

Concerned: 
In order to conform tlie Employment Tax Regulations (26 CFR 

Part, 81) to section 220 (c) (2) of the Revenue Act of 1964 (78 Stat. 62) 
[P. L. 88 — 272, C. B. 1964 — 1 (Part 2), 6] and to section 108(r) (1) of 
the Social Security Amendnients of 1960 (74 Stat, . 940) [P. L. 86 — 778, 
C. B. 1960 — 2, 698j, relating to the taxes under the Federal Insurance 
Contributions Act, such regulations are amended as follows: 

PARADRAPH 1. Section 81. 8121(a) (5) is amended by revising sec- 
tion 8121(a) (5) and by adding a historical note. These amended 
and added provisions read as follows: 

f 31. 3121(a) (5) STATUTORY PsovisioNs; DEFINITIDNs; WAOES; PAYMENTs 
FROM OR TO CERTAIN TAX-EXEMPT TRUSTS, OR UNDER OR To CERTAIN ANNUITY 
PI. ANs oR BOND PUROIIASE PLANs. 

SEC. 3121. DEFIivITIOiNS. 
(a) WASEs. — For purposes of this chapter, the term "wages" means all 

remuneration for employment, including the cash value of all remunera- 
tion paid in any medium other than cash; except that such term shall 
not include— 

i 31 F. R. 2399. 
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(5) Any paymeut made to, or on behalf of, au employee or his 
beneficiary— 

(A) From or to a trust descrii&ed in section 401(a) which 
is exeuipt from tax under sec(ion t&01(a) at the time of such 
payment unless such payment is made to an employee of the 
trust as remuneration for services rendered as such employee 
and not as a beneficiary of the trust, 

(B) Under or to an annuity plan which, at the time of such 
payment, is a plan described in section 403 (a), or 

(C) Under or to a bond purchase plan which, at the time of 
such payment, is a qualified bond purchase plan described in 
section 405(a); 

[See. 3121(a) (5) as amended by sec. 220(c) (2), Rev. Aet 1964 (78 Stat. 
02) [P. L. 88 — 272, C. B. 1904 — 1 (Part 2), 0j] 

PAR. 2. Section 81. 3121(a) (5) — 1 is amended to read as follows: 
t) 81. 8121(a) (5) — 1 PAYMENTs FRoM oR To CERTAIN TAx-ExEMPT TRUBTS, oR 

UNDER oR To CERTAIN ANNUITY PLANs oR BoND PURcHABE PLANs. — (a) Pay- 
ments from or to csrtai&i taa-iacmpt trusts. The term "wages" does not include 
any payment made— 

(1) By an employer, on behalf of au employee or his beneficiary, into a 
trust, or 

(2) To, or on behalf of, an employee or his beneficiary from a trust, 
if at the time of such payment the trust is exempt from tax under section 501(a) 
as an organization described in section 401(a). A payment made to an employee 
of such a trust for services rendered as an employee of the trust and not as a 
beneficiary thereof is not within this exclusion from wages. 

(b) Payme&its under or to certain anntttty plans. — (1) The term "wages" does 
not include any paynient made after December 31, 1902— 

(i) By an employer, on behalf of an employee or his beneiieiary, into an 
annuity plan, or 

(ii) To, or on behalf of, an employee or his beneficiary under an annuity 
plan, 

if at the time of such payloent the annuity plan is a plan described in section 
403 (a). 

(2) The term "wages" does not include anv payment ma&le before January 1, 
1963— 

(i) By an employer, on behalf of an employee or his beneficiary, into an 
annuity plan, or 

(ii) To, or on behalf of, an employee or his benefieiary under an annuity 
plan, 

if at the tinie of such payment the annuity plan meets the requirements of sec- 
tion 401(a) (8), (4), (5) and (0). 

(e) Payments unde& or to certain bond pt&rcltase plans. The term "wages" 
does not include any payment made after December 31, 1902— 

(1) By an employer, on behalf of an employee or his beneficiary, into a 
bond purchase plan, or 

(2) To, or on behalf of, an employee or his beneficiary under a bond pur- 
chase plan, 

if at the time of such payment the plan is a qualified bond purchase plan de- 
scribed in section 405 (a). 

PAR. 3. Section 81. 6205 is amended by adding a paragraph (3) 
to section 6205 (a) and by adding a historical note. These added pro- 
visions read as follows: 

II 81. 0205 STATUTCRY PRovlsloNs; SPEGIAL RULEs APPLIGABLE To CERTAIN 
E MP t. o Y st ENT TAxEs. 

SEC. 6205. SPECIAL RULES APPLICABLE TO CERTA. IN EAIPLOY- 
CLIENT TAXES. 

(a) ADJUBTMENT oP TAX. 
(3) GUAM oR AMERIOAN SAMoA As EMPLDYER. — For purposes of 

this subsection, in the ease of remuneration received during any cal- 
endar year from the Government of Guam, the Government of Auleri- 
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can Samoa, a political subdivision of either or any instrumentality 
of any one or more of i. he foregoing which is wholly owned thereby, 
the Governor of Guam, the Governor of American Samoa, and each 
agent designated by either who makes a return pursuant to section 
8125 shall be deemed a separate employer. 

[Sec. 620o as amended by sec. 108(r) (1), Social Security Amendments 
1960 (74 Stat. 940) [P. L. 86-778, C. B. 1960-2, 698]] 

Because the amendment, made by section 220(c) (2) of the Rev- 
enue Act of 1964 merely conforms section 3121(a) (5) of the Code to 
sections 3306(b) (5) and 3401(a) (12) of the Code (which exclude 
certain payments from the definition of wages for purposes of the 
Federal unemployment tax and the collection of income tax at source 
on wages) and the amendment, made by section 103(r) (1) of the 
Social Security Amendments of 1960 is merely supplemental to the 
amendment made by section 103 (n) and (q) of such Act, and does 
not require re~~latory provisions of an interpretative nature, it is 
found that it is unnecessary to issue this Treasury Decision with 
notice and public procedure thereon under section 4(a) of the Ad- 
ministrative Procedure Act, approved June 11, 1946, or subject to 
the e[fective date limitation of section 4(c) of that Act. 

(This Treasury Decision is issued under the authority contained 
in section 7805 of the Internal Revenue Code of 1954 (68A Stat. 917; 
26 U. S. C. 7805). ) 

SuEr now S. , CorrEN& 
Commzssioner of InternatRevenue. 

Approved February 4, 1966. 
STANLEY S. SURREY ) 

Assistant Secretary of the Treasury. 

(Filed by the Division of the Federal Register on Feb. 9, 1966, 8:48 a. m. , and 
published in the issue of the Federal Register for Feb. 10, 1966, 81 F. R. 2596) 

26 CFR 31. 3121(b) — 3: Employment; services 
performed after 1954. 

Services performed in the United States by residents of. Canada. 
See Rev, Rul. 66 — 77, page 242. 

26 CFR 31. 3121(b) (15) — 1: Services in employ 
of international organization. 

Services performed by a U'nited States citizen in the United States 
for an international organization. See Rev. Rul. 66 — 69, page 204. 

Rev. Rul. 66 — 76 26 CFR 31. 3121(d) — 1: Who are employees. 
(Also Sections 1441, 3306, 3401; 1. 1441 — 1, 

1. 1441 — 3, 31. 3306 (i) — 1, 31. 3401(c) — 1. ) 
A and B, citizens of India, are in the United States receiving 

training under a program conducted by a United States corporation. 
The training covers most phases of the company's work at its plant 
in India at which both A and 8 expect to be employed after their 
training. It includes performing services of the same type and 
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under the same conditions as regular employees in the company's 
United States plant. A's training program will last more than 2 
years an&1 B's will last about 8 months. EIel&l, A and B are em- 
ployees of the company under the Federal Insurance &'ontributions 
Act and Federal Unemployment Ta~ Act with respect to these serv- 
ices. A's wages nre subject to withholding under section 3402 of 
the Internal Revenue Code of 1%4 whereas B's wages are subject 
to withhohli» under, « tion 1441 of the Co&le. 

Advice has been requested whether the individuals described below 
are employees for purposes of the, Federal Insurance Contributions 
Act, the Federal Unemployment Tax Act, and the Collection of In- 
come Tax at Source on Wages (chapters 21, 23, 24, respectively, sub- 
title C, Internal Revenue Code of 1054) . 

A and B are citizens of India who are in the United States for the 
purpose of receiving training under a program conducted by a United 
States corporation. In connection with their training, both A and B 
perform services at the company's plant in the United States. They 
are both apprentice engineers and perform the same type of services 
as any of the other apprentice engineers in the company's plant. They 
work regular hours and follow the same routine as the other engineers. 
The company exercises the same control and guidance over them as it 
does over regular employees doing the same type of work. 

A is paid a monthly salary for his services. His training in the 
United States is expected to last at least 2 years. B is paid at. an 
hourly rate for his services. His training program in the United 
States is expectecl to be of approximately 8 months duration. Before 
coming to the United States, B was employed at the company's plant 
in India. . 

Although;1 and B are not obligated to work at the company's plant 
in India, following completion of their training, the fact that their 
training programs are clirected to that encl and cover most phases of 
ihe company's work at that plant indicates that they expect to do so. 
Neither 4 nor B is in the United States under an "F" or "J" visa 
within the meaning of section 101(a) (15) of the Immigration and 
Nationality Act, as amended. 

whether or not the individuals described above are employees for 
Federal employment tax purposes depends upon whether they have 
the status of employees under the usual common law rules. Guidrs 
for determining that status are found in three substantially similar 
sections of the Fmployment Tax Regulations, sections 31. , '3121(d) — 1 
(c), 31. 3306(i) — 1, and 81. 8401(c) — 1. 

The facts presented in this case establish that the company exercises, 
or has the right to exercise, such direction and control over both A and 
B in the performance of their services as is necessary to establish the 
relationship of employer and employee under the usual common law 
rules. A. ccordingly, A and B are employees of the company for pur- 
poses of the Federal Insurance Contributions Act and the Federal Un- 
employment Tax Act. 

Considering the length and nature of A's stay in the United States, 
in the light of the applicable regulations and the principle set forth 
in Revenue Ruling 54 — 87, C. B. 1M4 — 1, 155, A is treated as a resident 
alien whose wages are subject to withholding under section M02 of the 
Code. 
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On the other hand, in view of. the fact that 8 intends to remain in 
the United. States for only about 8 months 8's status will be that of a 
nonresident, alien engaged in trade or business within the United 
States through the performance of personal services in this country. 
His compensation for services performed will be fixed or determinable 
annual or periodical income from sources within the United States 
and, therefore, will be subject to withholding under section 1441 of the 
Code at the rate of 30 percent on the gross amount thereof. However, 
in computing the amount of tax to be withheld at the source, the 
benefit of the personal exemption of $600 may be allowed, prorated 
upon the basis of $1. 70 per day for the period of employment during 
any portion of which labor or personal services are performed within 
the United States by such alien. See section 1. 1441 — 3(e) (2) of the 
Income Tax Regulations. 

CHAPTER 22. — RAILROAD RETIREMENT TAX ACT 

SUBCHAPTER A. — TAX ON EMPLOYEES 

SECTION M01. — RATE OF TAX 

26 CFR 31. M01 — 1: Measure of employee tax. 
Employment tax imposed under the Railroad Retirement Tax Act 

with respect to compensation. paid during 1966 for services rendered 
after 1936 and before October 1, 1965. See Rev. Proc. 66 — 8, page 618. 

SUBCHAPTER B. — TAX ON EMPLOYEE REPRESENTATIVES 

SECTION M11. — RATE OF TAX 

96 CFR 31. M11 — 1: Measure of employee repre- 
sentative tax. 

Employment tax imposed under the Railroad Retirement Tax Act 
with respect, to compensation paid during 1966 for services rendered 
after 1936 and before October 1, 1965. See Rev. Proc. 66 — 8, page 618. 

SUBCHAPTER C. — TAX ON EMPLOYERS 

SECTION M91. — RATE OF TAX 

96 CFR 31. M91 — 1: Measure of employer tax. 
Employment tax imposed. under the Railroad Retirement Tax Act 

with respect to compensation paid during 1966 for services rendered 
after 1936 and before October 1, 1965. See Rev. Proc. 66 — 8, page 618 
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CHAPTER 23. — FEDERAL UNEMPLOYMENT TAX ACT 

SECTION 8802. — CREDITS ACiAINST TAX 

26 CFR 31. 3302(a) — 1: Credit against tax 
for contributions paid. 

Extension of time for filing Federal unemployment tax returns for 
the calendar year 1965 with certain districts. See Rev. Proc. 66 — 19, 
page 647. 

SECTION 8306. — DEFINITIONS 

26 CFR 81. 3306(b) — 1: Wages. Rev. Rul. 66 — 54 

Tips reported after 1966 by an employee to his employer, as 
required by section 6063(a) of the Internal Revenue Code of 1954, 
are not "wages" for purposes of the tax imposed by the Federal 
Unemployment Tax Act unless the tips are otherwise "accounted 
for. " 

Advice has been requested whether tips reported after 1965 by an 
employee to his employer, as required by section 6053(a) of the 
Internal Revenue Code of 1954, are "accounted for" within the mean- 
ing of paragraph (j) (8) of secItion 31. 3306(b) — 1 of the Employment 
Tax Regulations under the Federal Unemployment Tax Act (chapter 
28, subtitle C, of the Code) . 

Under section 6058(a) of the Code, written statements must be 
furnished by an employee to his employer to report tips received. 
after 1965, if the tips are "wages" for purposes of the Federal In- 
surance Contributions Act (chapter 21, subtitle C, of the Code) or of 
the Collection of Income Tax at Source on Wages (chapter 24, subtitle 
C, of the Code). Paragraph (j) (3) of section 31. 3306(b) — 1 of the 
regulations excludes from nwages" for purposes of the Federal un- 
employment tax, tips or gratuities paid clirectly to an employee by a 
customer of an employer, and not accounted for by the employee to 
the employer. 

The mere reporting of tips by an employee to his employer pursuant 
to the requirements of section 6053 (a) of the Code does not mean that 
the tips are "accounted for" as contemplated by paragraph (j) (3) of 
section 31. 8306(b) — 1 of the regulations. Accordingly, such tips are 
not, "wages' for purposes of the Federal Unemployment Tax Act 
solely as a result of that reporting. For a prior ruling as to the 
meaning of the term "accounted for", see S. S. T. 301, C. B. 1938 — 1, 455. 

An amount equal to an employment agency fee previously paid by 
an employee which is reimbursed by the employer to the employee 
after he has completed a specified period of satisfactory service. See 
Rev. Rul. 66 — 41, page 233. 

Commissions paid by a concessionaire to sales clerks, who are em- 
ployees of both the concessionaire and a department store. See Rev. 
Rul. 66 — 162, page 284. 
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26 CFR 81. 8806(i) — 1: Who are employees. 

Status of foreign citizens in the United States who perform services 
f' or a United States corporation in connection with a training program 
conducted by the company. See Rev. Rul. 66 — 76, page 288. 

CHAPTER 24. — COLLECTION OF INCOME TAX AT 
SOURCE ON WAGES 

SECTION 8401, — DEFINITIONS 

26 CFR 81. 8401(a) — 1: Wages. 

An amount equal to an employment agency fee previously paid by 
an employee which is reimbursed by the employer to the employee 
after he has completed a specified period. of satisfactory service. See 
Rev. Rul. 66-41, page 288. 

Commissions paid by a concessionaire to sales clerks, who are em- 
ployees of both the concessionaire and a department store. See Rev. 
Rul. 66 — 162, page 284. 

26 CFR 81. 8401(a) (7) — 1: Remuneration for Rev. Rul. 66 — 77 
services performed by nonresident alien in- 
dividuals who are residents of a contiguous 
country and who enter and leave the United 
States at frequent intervals, 

(Also Sections 1441, 8121; 1. 1441 — 4, 81. 8121 
(b) -8. ) 

Remuneration paid to residents of Canada who are not citizens of 
the United States and who, in performing services as truck drivers, 
enter and leave the United States at frequent intervals, is not 
subject to income tax withholding under section 1441 or section 3402 
of the Internal Revenue Code of 1964. Such remuneration is sub- 
ject to the taxes under the Federal Insurance Contributions Act. 

Advice has been requested. whether the remuneration paid by a 
Canadian employer to its truck driver employees who are not citizens 
of the United States and who are residents of Canada, for services 
performed in the United States, is subject to Federal income tax with- 
holding under either section 1441 or section 3402 of the Internal 
Revenue Code of 1054 and to the taxes under the Federal Insurance 
Contributions Act (clrapter 21, subtitle C, Internal Revenue Code of 
1054). 

In performing services as truck drivers for the Canadian employer, 
the employees enter and leave the United States at frequent intervals. 
Consequently, income tax withholdino from their remuneration is 
not required under section 1441 of the Bode, in view of the provisions 
of section 1441(c) (4) (A) of the Code and section 1. 1441 — 4(b) (1) of 
the Income Tax Regulations. Under this section of the regulations, 
the salary or other compensation for personal services of a nonresident 
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alien individual who is a resident of Canada or Mexico and, who enters 
and leaves the United States at frequent, intervals is not subject to 
income tax withholding under section 1441 of the Code. 

Section 3401(a) (6) of the Code excepts from "wages, " for purposes 
of income tax withholding under section 3402 of the Code, remunera- 
tion paid for services performed by a nonresident alien individual, 
other than a resident of a contiguous country who enters and leaves 
the United States at frequent intervals. Section N01(a) (7) of the 
Code excludes from "wages" remuneration paid for such services, per- 
formed by a nonresident alien individual who is a resident of a con- 
tiguous country and who enters and leaves the United States at 
frequent intervals, as may be designated by regulations. 

Section 31. 8401(a) (7) — 1(a) of the Employment Tax Regulations 
provides, in part, as follows: 

~ ~ ' Remuneration paid to nonresident aliens who are resi- 
dents of a contiguous country (Canada or Mexico) and who, in 
the performance of their duties in transportation service between 
points in the United States and points in a contiguous country, 
enter and leave the United States at frequent intervals, is excepted 
from wages and hence is not subject to withholding. This ex- 
ception applies to personnel engaged in railroad, bus, ferry, steam- 
boat, and aircraft services and applies whether the employer is a 
domestic or foreign entity. ~ * "' 

Although section 81. 3401(a) (7) — 1(a) of the regulations states that 
the exception from wages applies to personnel engaged in railroad, 
bus, ferry, steamboat, and aircraft services, and does not specifically 
mention truck services, the reference to the specified services is merely 
illustrative of the types of transportation services included in the 
exception and does not exclude truck services. 

Accordingly, remuneration paid to residents of Canada v. ho are 
not citizens of the United States and who, in performing services as 
truck drivers, enter and leave the United States at frequent intervals, 
is not subject to withholding of income tax under section, '5409. of the 
Code. This conclusion does not mean that such aliens are never sub- 
ject to United States income tax or to a duty to file United States in- 
come tax returns, as to which see section 871(c) of the Code and 
Article VII of the Tax Convention between the United States and 
Canada as amended by Supplementary Convention signed August 8, 
1956, C. B. 1957 — 9) 1014. 

The taxes under the Federal Insurance Contributions Act apply to 
"wages" for "employment, " as those terms are defined in the Act. 
Under section 8121(b) of the Act the term "employment, " with certain 
exceptions not here material, includes services performed within the 
United States by an employee for the person employing him, irrespec- 
tive of the citizenship or residence of either. Accordingly, the remu- 
neration paid to residents of' Canada who are not citizens of the United 
States, for the services which they perform as truck drivers in the 
United States is subject to the taxes under the Act. 

See also Revenue Ruling 56 — 609, C. B. 1956 — 9, 1066, concerning 
Federal Insurance Contributions Act tax liability of other Can. adian 
employees performing services in the United States. 

i225-688' — 66 17 
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26 CFR 31. 3401(c) — 1: Employee. 
Status of foreign citizens in the United States who perform services 

for a United States corporation in connection with a training program 
conducted by the company. See Rev. Rul. 66 — 76, page 288. 

SECTION 8402. — INCOME TAX COLLECTED AT SOURCE 
B6 CFR 81. 8402(d) — 1: Failure to withhold. Rev. Rul. 66 — 118 
(Also Section 6651; 801. 6651 — 1. ) 

Revenue Ruling 58 — 577, C. B. 1958 — 2) 744, dealt primarily with the 
assessment of interest against an employer, who fails to deduct and 
withhold tax from the wages of an employee as required under section 
8402 of the Internal Revenue Code of 1954, where the employee sub- 
sequently files an income tax return and satisfies his income tax lia- 
bility. Though the factual situation with respect to which the ruling 
was issued did not involve the possible application of section 6651 of 
the Code pertaining to delinquency penalties, the Revenue Ruling was 
expanded to state a, general rule for computation of such a penalty. 
Since the question was not involved and the rule stated was erroneous, 
Revenue Ruling 58 — 577 is hereby modified to eliminate all reference 
to penalties except that contained in the paragraph quoting the pro- 
visions of section 8402(d) of the Code. 

Where a delinquency penalty is to be assessed against an employer 
under section 6651 of the Code for failure to file the required return, 
Form 941, Employer's Quarterly Federal Tax Return, and the pro- 
visions of section 8402(d) of the Code are applicable, such penalty 
should be computed from the due date of the return to the date it is 
filed. 

Revenue Ruling 58 — 577 is hereby modified. 

M CFR 81. 8402(g) — 1: Supplemental wage 
payments. 

T. D. 6889' 

TITLE 26 — INTERNAL REVENUE. — CHAPTER I) SUBCHAPTER G) PART 
31. — EMPLOYMENT TAXES) APPLICABLE ON AND AI'TER 

JANUARY I ) 1 6 5 5 

Amendment of employment tax regulations relating to the with- 
holding of income tax from supplemental wage payments 

DEPARTMENT OF THE TREASURY) 
OFFICE OF COMMISSIONER OF INTERNAL REVENUE, 

Washington, D. C. , 8088$ 

To Ogcers and Employees of the Internal Revenue Service and 
Others Concerned: 

In order to prescribe a fiat percentage rate which, under certain cir- 
cumstances, may be used by employers in determining the amount of 

) 31 F. R. 5661. 
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income tax to be withheld under section 8402(a) of the Internal Reve- 
nue Code of 1954, as amended by section 101(a) of the Tax Adjustment 
Act of 1966 (80 Stat. 88) [P. L. 89 — 868, page 879, this Bulletin], from 
supplemental wage payments made after April 80, 1966, the Employ- 
ment Tax Regulations (26 CFR Part 81) are amended as follows: 

Section 81. 8402(g) — 1 is amended by revising subparagraph (2) of 
paragraph (a) and the example in subparagraph (1) of paragraph (b). 
These revised provisions read as follows: 

$ 81. 8402(g) — 1 SUPPLEMENTAL WAGE PAYMENTS. 
(a) In, general. ". * * 
(2) The supplemental wages, if paid concurrently with wages for a payroll 

period, shall be aggregated with the wages paid for such payroll period. If not 
paid concurrently, the supplemental wages shall be aggregated with the wages 
paid or to be paid within the same calendar year for the last preceding payroll 
period or for the current payroll period. The amount of tax to be withheld shall 
be determined as if the aggregate of the supplemental wages and the regular 
wages constituted a single wage payment for the regular payroll period. 

Example (I). A, a single person, is employed as a salesman at a monthly 
salary of $130 plus commissions on sales made during the month. The num- 
ber of withholding exemptions claimed is one. During May 1966 A earns 
$800 in commissions, which together with the salary of $130 is paid on June 
10, 1966. Under the wage bracket method the amount of the tax required 
to be withheld is shown in the table applicable to a monthly payroll period 
with respect to an employee who is not married. Under this table it will be 
found that the amount of tax required to be withheld is $58. 40. 

Ezample (8). B, a married person, is employed at a salary of $8, 600 per 
annum paid semimonthly on the 15th day and the last day of each month, 
plus a bonus and commission determined at the end of each 8-month period. 
The bonus and commission for the 8-month period ending on September 80. 
1966, amount to $250, which is paid on October 10, 1966. B has in effect a 
withholding exemption certificate on which he claimed four withholding 
exemptions and disclosed that he is married. Under the wage bracket 
method, the amount of tax required to be withheld on the aggregate of the 
bonus of $250 and the last preceding semimonthly wage payment of $150, or 
$400, is shown in the table applicable to a married person with a semimonthly 
payroll period to be $44. 50. However, since tax in the amount of $8. 50 was 
withheld on the semimonthly wage payment of $150, the amount to be with- 
held on October 10, 1966, is $41. 00. 

If, however, supplemental wages are paid and tax has been withheld from the 
employee's regular wages, the employer may determine the tax to be withheld- 

(i) From supplemental wages paid prior to May 1, 1966, by using the rate 
in effect under section 8402(a) at the time the wages are paid, and 

(ii) From supplemental wages paid after April 80, 1966, by using a flat 
percentage rate of 20 percent, 

without allowance for exemption and without reference to any regular payment 
of wages. 

(b) Special rule where aggregate withholding exemption exceeds wages paid. 
(1) 

Eaample. An employee has a weekly payroll period ending on Saturday of 
each week, the wages for which are paid on Friday of the succeeding week. On 
the 10th day of each month he is paid a bonus based upon production during 
the payroll periods for which wages were paid in the preceding month. The 
employee is paid a weekly wage of $64 on each of the five Fridays occurring in 
July 1966. On August 10, 1966, the employee is paid a bonus of $125 based upon 
production during the five payroll periods covered by the ~ages paid in July. 
On the date of payment of the bonus, the employee, who is married and has three 
children, has a withholding exemption certificate in effect indicating that he is 
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married and claiming five withholding exemptions. The amount of the tax to 
be withheld from the bonus paid on August 10, 1966, is computed as follows: 
Wages paid in July 1966 for 5 payroll periods (5X$64) $320. 00 
Bonus paid August 10, 1966 125. 00 

Aggregate of wages and bonus 

Average wage per payroll period ($445 —:5) 
Computation of tax under percentage method: Withholding exemptions 

(5 X $13. 50) 

Remainder subject to tax 

89. 00 

67. 50 

$2L 50 

Tax on average wage for 1 week under percentage method of withhold- 
ing (married person with weekly payroll period) (14 percent of $17. 50 
(excess over $4) ) $2. 45 

Tax on average wage for 5 weeks $12. 25 
Less: Tax previously withheld on weekly wage payments of $64 None 

Tax to be withheld on supplemental wages $12. 25 

f 
Approved April 6, 1966. 

STANLEY S, SURREY~ 
Assv'etant Secretary of the Treasury. 

(Filed by the Division of the Federal Register on April 11, 1966, 8:46 a. m. , and 
Published in the issue of the Federal Register for APril 12, 1966, 31 F. R. 5661) 

Computation of tax under wage bracket method: Tax on $89 wage under 
weekly wage table for married person ($2. 50 per week for 5 weeks) $12. 50 

Less: Tax previously withheld on weekly wage payments of $64 None 
Tax to be withheld on supplemental wages $12. 50 

Because this Treasury Decision amends existing regulations merely 
to prescribe, consistent with congressional intent as reflected in House 
of Representatives Report No. 1985 (89th Cong. ) page 14, [page 436 
this Bulletinj, and Senate Report No. 1010 (89th Cong. ) page 15 [page 
476 this Bulletin], a flat percentage rate of 90 percent which may be 
used, under certain circumstance~, in respect of supplemental wage 
payments made after April 30, 1966, and to revise certain examples to 
reflect the amount of income tax to be withheld from wages under the 
graduated withholding rates contained in section 340K of the Internal 
Revenue Code of 1954, as amended by section 101 of the Tax Adjust- 
ment Act of 1966, effective in respect of wages paid after April 30, 
1966, and because of the urgent need of employers to be informed of 
such flat percentage rate, it is found that it is unnecessary and imprac- 
ticable to issue this Treasury Decision with notice and public procedure 
thereon under section 4(a) of the Administrative Procedure Act, ap- 
proved June 11, 1946, or subject to the e8ective date limitation of 
section 4(c) of that Act. 

(This Treasury Decision is issued under the authority contained in 
section 7805 of the Internal Revenue Code of 1954 (68A Stat. 917; 
96 U. S. C. 7805). ) 

SHELDON S. COHENS 
Coram& si oner o Internal Eeeenue. 



[f 4041. 

SUBTITLE D. — MISCELLANEOUS EXCISE TAXES 

CHAPTER 81. — RETAILERS EXCISE TAXES 

SUBCHAPTER E. — SPECIAL FUELS 

SECTION 4041. IMPOSITION OF TAX 
26 CFR 48. 4041 — 6: Dual use of taxable liquid. 

(Also Section 6421; 48. 6421(a) — 1, ) 
TITLE 26 — INTERNAL REVENUE. CHAPTER I) SUBCHAPTER D) 
PART 48. — MANUFACTURERS AND RETAILERS EXCISE TAXES 

T. D. 6881 ' 

Diesel fuel, special motor fuels and gasoline sold for use or used 
in certain immobilized vehicles. 

DEPARTMENT OF THE TREASURV) 
OFFICE OF COMMISSIONER OF INTERNAL REVENUE, 

Washington) D. C. , 70~~8~~ 

To Ogcers and Emp/oyees of the Interna/ J)revenue 8erm'ce and 
Others Concerned: 

On November 80, 1065, notice of proposed rulemaking with respect 
to the amendments of the Manufacturers and Retailers Excise Tax 
Regulations (26 CFR Part 48) under sections 4041 and 6421 of 
the Internal Revenue Code of 1M4 to provide rules with respect to 
diesel fuel, special motor fuels, and gasoline sold for use or used in 
certain vehicles during periods when they are considered as not having 
the essential characteristics of motor vehicles and to provide rules for 
the. allocation. of fuel used was published in the Federal Register 
(80 F. R. 14809). A. fter consideration of all such relevant matter as 
was presented by interested persons regarding the rules proposed, the 
following amendments of the regulations are hereby adopted. 

PARAoRApII 1. Section 48. 4041 — 6 is amended to read as follows: 
$ 48. 4041 — 6 DvAL Usx OF TAXAsLE LIQUID. — Tax applies to all taxable liquid 

sold for use or used as a fuel in the motor which is used to propel a diesel-powered 
highway vehicle or in the motor used to propel a motor vehicle, motorboat, or 
airplane, even though the motor is also used for a purpose other than the propul- 
sion of the vehicle. Thus, ~here the motor of a diesel-powered highway vehicle 
or of a motor vehicle, motorboat, or airplane operates special equipment by 
means of a power takeoff or power transfer, tax applies to all taxable liquid sold 
for such use or so used, whether or not the special equipment is mounted on the 
vehicle. For example, tax appl es to diesel fuel sold to operate the mixing unit 
on a concr'ete mixer truck if the mixing unit is operated by means of a power 
takeoff from the motor of the vehicle. Similarly, tax applies to all taxable 
liquid sold for use or used in a motor propelling a fuel oil truck even though 
the same motor is used to operate the pump (whether or not mounted on the 
truck) for discharging the fuel into customers' storage tanks. However, tax 
does not apply to liquid sold for use or used in a separate motor to operate special 
equipment ()vhether or not the equipment is mounted on the vehicle), nor does 
it apply during the period a vehicle is considered as not having the essential 
characteristics of a motor vehicle (see paragraph (c) (2) of I 48. 4041 — 7). If 

'31 F. R. 6491. 
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the taxable liquid used in a separate motor or during the period the vehicle does 
not have the essential characteristics of a motor vehicle is drawn from the same 
tank as the one which supplies fuel for the propulsion of the vehicle, a reasonable 
determination of the quantity of taxable liquid used in such separate motor or 
during such period will be acceptable for purposes of application of the tax. 
Such determination must be based, however, on the operating experience of 
the person using the taxable liquid and the taxpayer must maintain records 
which will support the allocation used. Devices to measure the number of miles 
the vehicle has traveled. such as hubometers. may be used in making a pre- 
liminary determination of the number of gallons of fuel used to propel the 
vehicle. ln order to make a final determination of the number of gallons of fuel 
used to propel the vehicle, there must be added to this preliminary determina- 
tion the amount of fuel consumed while idling or warming up the motor prepara- 
tory to propelling the vehicle. 

PAR. 2. Paragraph (c) of 
Im 

48. 4041 — Y is amended to read as follows: 

&& 48. 4041 — 7 DEFI&vITIONS. 

(e) iVotor oehictes. — (1) In general. — The term "motor vehicle" includes all 
types of vehicles propelled by motor which are designed for carrying loads from 
one place to another, regardless of the type of loa, d or material carried and 
whether or not the vehicle is registered or required to be registered for highway 
use, such as forklift trucks used to carry loads at railroad stations, industrial 
plants, warehouses, etc. The term does not include farm tractors, trench diggers, 
po~er shovels, bulldozers, road graders or rollers. and similar equipment which 
does not carry a load; nor does it include any vehicle which moves exclusively on 
rails. 

(2) Temporary loss of classification as a motor vehicle. — (i) A vehicle on 
which equipment or machinery having a specialized use (as for example 
specialized oil-field machinery) is mounted and which (except for the provisions 
of this subparagraph) would be considered a motor vehicle under subparagraph 
(1) of this paragraph shall not be considered a motor vehicle during a period in 
which it does not have the essential characteristics of a motor vehicle. Such 
vehicle will be considered as not having the essential characteristics of a motor 
vehicle during the period the vehicle is incapable of motion and the equipment 
or machinery is perforn&ing the operation for which it is primarily adapted if- 

(a) The primary use of such equipment or machinery is other than 
in connection with the loading, unloading. handling, preserving, or otherwise 
earing for any cargo transported on the vehicle, 

(b) A "setting-up" process involving the expenditure of a substantial 
amount of time and effort is necessary to place the vehicle in such an 
immobilized and operative condition, 

(c) After expending the necessarv substantial time and effort the vehicle 
has the essential characteristics of an immobile piece of equipment or 
machinery designed for a specialized use, and 

(d) A "break-down" process involving a substantial amount of time 
and effort is required to restore the vehicle to a mobile condition. 

After the "break-down" process described in (d) of this subdivision is com- 
pleted and mobility restored, the vehicle shall again be considered a niotor 
vehicle within the meaning of subparagraph (1) of this paragraph. The 
mere fact that a vehicle is reudered immobile by the switching or pulling of 
a lever, such as a handbrake or power takeoff (with or without accompanying 
minor adjustments to the vehicle), in order to perform the operation for which 
the vehicle is primarilv adapted is not sufficient to cause the temporary loss 
of classification as a motor vehicle since a substantial expenditure of time 
and effort is not involved and the vehicle has not attained the essential char- 
«cteristics of an immobile piece of equipment or machinery designed for a 
specialized use. 

(ii) The provisions of subdivision (i) of this subparagraph may be illus- 
trated by the following example: 

Example. (a) The X Company which is engaged in the oil well servicing 
business uses a motor vehicle which is primarily adapted to oil well servicing. 
On June 1, 1965, X Company moves the motor vehicle from its permanent 
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yard and travels to a wellhead which is to be serviced. At the wellhead, it 
is necessary to go through a "setting-up" process before the vehicle is capable 
of servicing the oil well. This process requires that a derrick-mast be erected 
and four guy wires attached to the top of the mast and four to the middle 
of the mast. The guy wires are then hooked to dead-man anchors which are 
set into the ground. Hydraulic jacks are used to remove all of the weight of 
the mast from the rear wheels of the vehicle and the front end of the vehicle 
is jacked up in order to insure the correct pitch of the mast. Outriggers are 
attached to the bottom of the mast and are laid on the ground to insure fur- 
ther stability. These operations are essential in order that the Inast be secure 
and level over the wellhead and, when completed, the vehicle is incapable 
of movement. Three men perform this "setting-up" process in 2 hours and 
complete such process at noon on June 1, 1965, at which time the oil-well- 
servicing equipment is operative. The power used for operating the special 
equipment needed to service the oil well is obtained by means of a power 
transfer from the same motor which is used to propel the vehicle. The vehicle 
remains at the wellhead until June 10, 1965, at Ivhich time the servicing oper- 
ations are completed. It tal-es three men I+q hours to "break-down" the unit 
and to restore the vehicle to a mobile condition. The "break-down" process 
is completed at noon on such date. 

(5) It can be ascertained from the facts that it was necessary to expend 
a substantial amount of time and effort to place the vehicle in an immobilized 
condition and to place the equipment in an operative condition, and after 
expending such time and eifort, the vehicle possessed the essential characteris- 
tics of an immobile piece of equipment designed for oil well servicing. Fur- 
thermore, the "break-doIvn" process also involves substantial time and eifort 
to return the vehicle to a mobile condition and to render the oil-well-servicing 
equipment inoperative. Accordingly, from noon on June 1, 1965, until noon 
on June 10, 1965, the vehicle is not considered a motor vehicle. At all other 
times, such vehicle is considered a motor vehicle. 

PAR. 8. Section 48. 6421(a) — 1 is amended by revising paragraphs 
(c) (1) and (d). These revised provisions read as follows: 

$ 48. 6421(a) — 1 Px&MENTs To ULTIMATE PURGHAsER oF GxsoLINE UsED FQR 
CERTAIN XCNHIGHwA. Y PURPosEs. 

(c) 3feanfng of terms. — (1) Ifkglinay vehicles. — The term "highway vehicle" 
has reference to the type of vehicle s. nd not to the use which is Inade of the 
vehicle. The term means anv vehicle which is propelled by its own motor or 
engine and which is of the type used for highway transportation. Such term 
does not include any vehicle which moves exclusively on rails. It does include 
automobiles, trucks, buses, highway tractors, trollev buses, and other similar type 
vehicles. The term "highway vehicle" does not include any vehicle, which, al- 
though propelled by means of its own motor, is of a type not used for highway 
transportation, that is, of a type designed and nIanufactured for a purpose other 
than highway transportation. For example, vehicles such as earth movers, power 
shovels, trench diggers, and bulldozers, Ivhich are designed and manufactured as 
self-propelled units for "off-the-road" operations, are not highway vehicles. 
i%either are such motorized vehicles as road graders or rollers, Ivhich are designed 
and manufactured for construction or maintenance of roads, considered to be 
highway vehicles. The same is true of farm tractors, cotton pickers, and other 
motorized agricultural implements of a similar nature. However. the fact that 
equipment or machinery having a specialized use (as for example, an air com- 
pressor, crane, or specialized oil-field machinery) is mounted on a vehicle which, 
apart from such equipment or machinery, is of a type used for highway trans- 
portation will not remove such vehicle from classification as a highway vehicle. 
A vehicle will not be considered a "highway vehicle" durin the period it does not 
have the essential characteristics of a motor vehicle, such determination being 
made under the rules applicable for vehicles powered by diesel fuel and special 
motor fuels as set forth in paragraph (c) (2) of $ 48. 4041 — 7. 
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(This Treasury Decision is issued under the authority contained in 
section 7805 of the Internal Revenue Code of 1954 (68A Stat. 917; 96 
U. S. C. 7805) . ) 

Saxzuox S. Coaxx& 
Comm~si oner o Internal Revenue. f 

Approved April 1, 1966. 
STANLEY S. SvRREY, 

Ass& tant Secretary of the Treasury. 
(Filed by the Division of the Federal Register on April 6, 1966, 8:48 a. m. , and 

published in the issue of the Federal Register for April r, 1966, 81 F. R. 
5491) 

(d) Deal use of gasoline. — No payment shall be made in respect, of gasoline 
used in a highway vehicle solely by reason of the fact that the motor in such 
vehicle is also used for a purpose other than the propulsion of the vehicle. Thus, 
if the motor of a highway vehicle operates special equipment, such as a mixing 
unit on a concrete mixer truck, or a pump for discharging fuel from a tank truck, 
l&y n&cans of a power takeoff or power transfer, no payment shall be made in 
respect of the gasoline used to operate such special equipment, regardless of 
whether or not the special equipment is mounted on the highway vehicle. How 
ever, if a highway vehicle is equipped with a separate motor to operate the spe- 
cial equipment, such as a refrigeration unit, pun&p, generator, mixing unit, etc. , 
or if for a period a vehicle is considered as not having the essential characteristics 
of a highway vehicle under paragraph (c) (1) of this section (as determined 
under paragraph (c) (2) of ] 48. 4041 — 7), a claim may be filed in respect of the 
gasoline used in the separate motor or during such period. In those eases where 
the gasoline used in a separate motor or during such period is drawn from the 
same tank as the one which supplies gasoline for the propulsion of the vehicle, 
the determination as to the quantity of gasoline used in the separate motor 
operating the special equipment or during such period must be based on operat- 
ing experience and supported by records. Devices to measure the number of miles 
the vehicle has traveled, such as hubometers, may be used in making a prelim- 
inary determination of the number of gallons of gasoline used to propel the 
vehicle. In order to n&ake a final determination of the number of gallons of 
gasoline used to propel the vehicle, there must be added to this preliminary deter- 
mination the number of gallons of gasoline consumed while idling or warming up 
the motor preparatory to propelling the vehicle. 

CHAPTER 32. — MANUFACTURERS EXCISE TAXES 

SUBCHAPTER A. — AUTOMOTIVE AND RELATED ITEMS 
PART I. — MOTOR VEHICLES 

SECTION 4061. — IMPOSITION OF TAX 

26 CFR 48. 4061(a) — 1: Imposition of tax. Rev. Rul. 66 — 61 

Truck chassis, designed to be equipped with high pressure pump- 
ing equipment for use in furnishing pumping services in oil fields, 
are subject to the tax imposed by section 4061 (a) (1) of the Internal 
Revenue Code of 1954. 

Advice has been requested concerning the applicability of the manu- 
facturers excise tax on motor vehicle articles to sales by the manufac- 
turer of the truck chassis described below. 

Pulzuant to contracts with an oil well pumping service company a 
manufacturer produces certain truck chassis designed to be equipped 
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with high pressure pumping equipment. The company uses the high 
pressure pumps at oil well sites for such services as cementing casing 
in the hole, fracturing or acidizing oil-bearing sands, killing wells out 
of control, etc. 

The truck chassis in question resemble more conventional truck 
chassis to the extent they are equipped with pneumatic tires, standard 
lights, and a cab of conventional design. However, these chassis in- 
corporate certain other features which distinguish them from con- 
ventional truck chassis. Such features include a reinforced frame 
with specially located cross-members to accommodate the high pres- 
sure pumping equipment, an oversized diesel truck engine to generate 
sufhcient power for operating pump equipment, a heavy-duty power 
transmission or torque converter with specially designed hydraulic 
po~er take-o8 driving system, a cooling system which cools not only 
engine oil and water but also the hydraulic system of the transmission 
or converter, and a fireproof exhaust system. 

In addition to the above features, the truck chassis are so designed 
as to remain within the maximum size and ~eight limitations estab- 
lished with respect to highway use under the laws of the various States 
in which the purchaser plans to use the vehicles. Among these are 
gross vehicle weight ratings of 45, 000 pounds and under, front axle 
capacities of 13, 000 to 16, 000 pounds, and tandem rear axle capacities 
of 80, 000 to 84, 000 pounds. Such features are necessary because the 
nature of the purchaser's business requires that its service vehicles be 
available for prompt dispatch from service point to well site or from 
one oil field to another. Otherwise, the company would be required to 
obtain special permits for each movement of the vehicles over the 
highway s, resulting in undesirable delays. 

Section 4061(a) (1) of the Internal Revenue Code of 1954 imposes 
a tax upon the sale by the manufacturer, producer, or importer of 
certain enumerated articles, including automobile truck chassis. 

Section 48. 4061(a) — 1(d) of the Manufacturers and Retailers Excise 
Tax Regulations provides that a chassis or body specified in section 
4061(a) of the Code which is not designed for highway use is not sub- 
ject to the tax imposed by section 4061(a) of the Code. 

Revenue Ruling 57 — 440, C. B. 1957 — 2, 721, holds, in part, that the 
manufacturers excise tax imposed by section 4061(a) (1) of the Code 
shall not apply to sales by the manufacturer, producer, or importer of 
any article, regardless of width, which is designed or adapted by the 
manufacturer for purposes predominantly other than the transporta- 
tion of persons or property on the highway even though incidental 
highway use may occur. 

The truck chassis in the instant case have certain features (such as 
reinforced frames, oversized engines, special cooling systems, etc. ) 
which indicate they are designed and suitable for use ofF the highway. 
However, the chassis also have features (such as conventional cabs, 
pneumatic tires, gross w'eight ratings, and standard lights wh4k. are 
required for highway travel) which indicate they are designed and 
suitable for more than incidental use on the highway. Therefore, 
these chassis are concluded't'o'be designed for general use both on and 
off the highway, rather than for purposes 'predominantly other than 
for highway use. 
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Accordingly, it is held that the manufacturers excise tax imposed 
by section 4061(a) (1) of the Code applies to the sale by the manufac- 
turer of the automobile truck chassis described above. 

(Also Section 4218; 48. 4218 — 5. ) Rev. Rul. 66 — 66 ' 
Revenue Ruling 65 — 317, C. B. 1965 — 2, 422, holds that a resident 

of the United States who purchases a foreign-made automobile under 
described conditions is the importer of the vehicle for purposes of im- 
position of the manufacturers excise tax under sections 4061(a) (2) 
and 4218(a) of the Internal Revenue Code of 1954. Held, the tax base 
applicable in computing the manufacturers excise tax liability on the 
use of an automobile by an importer under the circumstances described 
in Revenue Ruling 65 — 317 is the total cost of acquisition of the vehicle 
at the time of taxable use. Such total cost includes, in addition to the 
purchase price of the vehicle, import duties, customs handling fees, 
ocean freight, agents' or sales commissions, and any other costs of ac- 
quiring the vehic~le. 

Revenue Ruling 65 — 317 is hereby amplified. 

(Also 48. 4061 (b) — 1. ) Rev. Rul. 66-163 

Certain articles designed to be mounted or placed upon automobile 
pickup trucks and used as living quarters are not subject to the 
manufacturers excise tax on automobile truck bodies imposed by 
section 4061(a) (1) of the Internal Revenue Code of 1954, or on 
automobile parts or accessories imposed by section 4061(b) (1) of 
the Code. 

Revenue Ruling 60-39, G. B. 1960-1, 406, modified. 

The Internal Revenue Service has reconsidered Revenue Ruling 
60 — 39, C. B. 1960 — 1, 406, as it relates to certain articles variously re- 
ferred to as "slide-in cabins" or "pickup coaches, " etc. , designed to be 
mounted or placed upon pickup trucks, and described in situations 
(1) and (2) of that ruling. These articles are intended to be used as 
temporary or long-term living quarters and are usually equipped for 
sleeping and eating purposes. Revenue Ruling 60 — 39 held these 
articles to be taxable under section 4061(a) (1) of the Internal Revenue 
Code of 1954, as automobile truck bodies. 

Section 4061(a) (1) of the Code imposes a tax on the sale by the 
manufacturer, producer, or importer of certa, in enumerated motor 
vehicle articles. Includecl in this enumeration are automobile truck 
bodies. Section 4061(b) of the Code imposes a tax on the sale by the 
manufacturer, producer, or importer of parts or accessories (other 
than tires or inner tubes) for any of the articles enumerated in section 
4061(a) of the Code. 

In the case of Aing Trailer Company v, United States, 350 Fed. (2d) 
947 (1965), the United States Court of Appeals for the 9th Circuit 
aAirmed a District Court decision holding "pickup coaches" are neither 
truck bodies nor truck parts or accessories. The Service recognizes 
this decision as a precedent in the disposition of other cases involving 
such articles. 

Revenue Ruling 60 — 39 is hereby modified. 
' 4iso released as Technical Information Release 803, dated Feb, 28, 1966. 
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26 CFR 48. 4061(b) — 1: Imposition of tax. Rev. Rul. 66 — 164 

Lifting jacks specially designed for use in mounting and dis- 
mounting a "slide-in cabin" on or oiT a pickup automobile truck are 
not subject to manufacturers excise tax under section 4061(b) of 
the Internal Revenue Code of 1M4. 

Revenue Ruling 64 — 189, G. B. 1964 — 1 (Part 1), 878, revoked. 

Revenue Ruling 64 — 139, C. B. 1064 — 1 (Part 1), 873, provides that 
lifting jacks which are designed for use in mounting or dismounting a 
"slide-in cabin" on or oA' a pickup truck are automobile "parts or ac- 
cessories" as defined by section 48. 4061(b) — 2(a) of the Manufacturers 
and Retailers Excise Tax Regulations and are subject to manufactur- 
ers excise tax imposed by section 4061(b) of the Internal Revenue Code 
of 1954, when sold by the manufacturer. 

However, Revenue Ruling 66 — 163, page 252, this Bulletin, recognizes 
that "slide-in cabins" of the type referred to in Revenue Ruling 64 — 180 
are not taxable as automobile truck bodies under section 4061(a) (1) 
of the Code. It, follows that lifting jacks specially designed for use 
only with such nontaxable "slide-in cabins" are not subject to the tax 
imposed upon "parts or accessories" by section 4061(b) of the Code. 

Revenue Ruling 64 — 189 is hereby revoked. 

Whether certain articles designed to be mounted or placed upon 
automobile pickup trucks and used as living quarters are subject to the 
manufacturers excise tax on automobile parts or accessories. See Rev. 
Rul. 66 — 163, pa, ge 252. 

26 CFR 48. 4061(b) — 2: Definition of parts or 
accessories. 

Rev. Rul. 66 — 165 

Electric signs designed to be attached to automobile truck bodies 
or other bodies of the tvpe subject to tax under section 4061(a) (1) 
of the Internal Revenue Code of 1954, to advertise articles or serv- 
ices, are not taxable "parts or accessories" under section 4061(b). 

Advice has been requested concerning the applicability of the manu- 
facturers excise tax to manufacturers' sales of the electric signs 
described below. 

A company manufactures and sells signs designed to be attached to 
automobile truck bodies or other bodies which are subject to tax under 
section 4061(a) (1) of the Internal Revenue Code of 1954. These 
signs are usually installed on top of truck or other bodies to advertise 
services or products. The signs are of plexiglas construction for 
either long-term or temporary installation. They may be wired to 
accommodate 6-volt, 12-volt, or 110-volt electrical systems and come 
equipped with switches, fuses, and wire. T' he plexiglas is available 
in a number of colors and cut plastic letters of the customers' 
specifications. 

Section 4061(b) of the Code imposes a tax on the sale by the manu- 
facturer, producer, or importer of parts or accessories (other than tires 
and inner tubes) for any of the articles enumerated in section 4061 
(a) (1) of the Code. 



In H0Iocrd H. Smith v. Joseph T. NcDonald, the United States 
Court of Appeals for the Bd Circuit, 214 Fed. (2d) 920 (1954), held 

that an electrically illuminated sign designed to be attached by suction 

cups to the tops of taxicabs was not an automobile part or accessory 
as contemplated by the law. 

It is held that sales by manufacturers of signs designed to be in- 

stalled on vehicles for advertising purposes are not subject to the man- 

ufacturers excise tax imposed by section 4061(b) of the Code on 
"parts or accessories. " 

SUBCHAPTER D. — RECREATIONAL EQUIPMENT 

PART I. — SPORTING GOODS 

SECTION 4161. — IMPOSITION OF TAX 

26 CFR 48. 4161 — 1: Imposition and rate. of Rev. Rul. 66 — 154 
tax. 

A company places in boxes and sells kits containing various com- 
ponents sufficient to make a. given number of wooden plug fishing 
lures. The company also imports and sells similar kits containing 
the same variety of components. Included in the kits are such com- 
ponents and materials as preshaped wooden bodies, screw eyes, wash- 
ers, hooks, clear lacquer, and propellers, which may be assembled to 
form completed fishing lures. 

Certain articles of fishing equipment, including "artificial lures, 
baits, and flies, " are subject to the manufacturers excise tax imposed 
by section 4161 of the Internal Revenue Code of 1954, when sold by 
the manufacturer, producer, or importer. 

EIeld, the kits of artificial fishing lures in knockdown condition 
described above come within the. scope of section 4161 of the Code and 
are subject to the manufacturers excise tax imposed by that section 
when sold by tlie company. See Revenue Ruling 61 — 189, C. B. 1961 — 2I 
185, which holds that sales of kits containing the components required 
for assembling artificial flies are subject to the tax imposed. by section 
4161 of the Code. 

SUBCHAPTER F. — SPECIAL PROVISIONS APPLICABLE TO 
MANUFACTURERS TAX 

SECTION 4216. DEFINITION OF PRICE 
Rev. Rul. 66 — 42 26 CFR 48. 4216(f) — 1: Exclusion of local ad- 

vertising charge from sale price. 
A weekly publication in the format of a newspaper which con- 

tains articles only of interest to the taxicab industry does not qualify 
as a "newspaper" or a "magazine" within the meaning of section 
4216(f) (4) of the Internal Revenue Code of 1054. Therefore, in 
determining the manufacturer's sale price of automobiles for pur- 
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poses of computing manufa'cturers excise tax, the manufacturer 
may not exclude charges for advertising by a dealer in the pub- 
lication. 

Advice has been requested whether, in determining a manufacturer's 
sale price for purposes of computing manufacturers excise tax, there 
may be excluded the expenditure for advertising in the publication 
described below. 

A dealer selling new taxicabs advertises the articles in a taxicab 
publication issued weekly in the format of a newspaper. The publica- 
tion is distributed to subscribers in a. local area at an annual rate or at 
a specified price per copy. Examination of a representative issue of 
the publication discloses articles pertaining to parking and the tra%c 
situation, information regarding a pending taxicab fare increase, 
articles dealing with public transportation in the municipality, stories 
of taxicab drivers being cited for honesty or bravery, information as 
to possible points of interest to riders, information regarding items 
of equipmcnt, letters to the editor and editorial comment directed to 
the taxicab industry, etc. 

Section 4916(f) (1) of the Internal Revenue Code of 1954 provides 
that in determining, for purposes of computing manufacturers excise 
tax, the price for which an article is sold, there shall be excluded cer- 
tain charges for local advertising. 

Under the provisions of section 4916(f) (4) of the Code, the term 
"local advertising" means, in part, advertising which is broadcast over 
a radio or television station or appears in a newspaper or magazine, 
or is displayed by means of an outdoor advertising sign or poster. 

Section 48. 4916(f) — 1(b) (5) of the Manufacturers and Retailers 
Excise Tax Regulations provides as follows: 

The term "newspaper", as used in subparagraph (1) of this paragraph, is 
limited to those publications which are commonly understood to be newspapers 
and which are printed and distributed periodicallv at daily, weekly, or other 
short intervals for the dissemination of news of a general character and of a 
general interest. The term does not include handbills, circulars, iiyers, or the 
like, unless printed and distributed as a part of a publication which constitutes 
a newspaper within the meaning of this subpa:ragraph. Neither does the term 
include any publication which is issued to supply information on certain subjects 
of interest to particular groups, unless such publication otherwise qualises as 
a newspaper within the meaning of this subparagraph. For purposes of this 
subparagraph, advertising is not considered to be news of a general character 
and of a general interest. 

Section 48. 4916 (f ) — 1(b) (6) of the regulations limits the term "mag- 
azine" to those publications which are (1) commonly understood to be 
magazines, (9) printed and distributed periodically at least twice a 
year, and (8) published for the dissemination of information of a gen- 
eral nature or of special interest to particular groups. 

The above-described publication disseminates only news of special 
interest to members of a group engaged in a particular business or 
occupation. Therefore, the publication is not a "newspaper" within 
the meaning of the regulations because it does not disseminate news of 
a general character and of a general interest. Furthermore, the pub- 
lication is not a, "magazine" within the meaning of the regulations 
because it is not a publication of the type commonly understood to be 
a magazine. 

Accordingly, in determining the manufacturer's sale price of auto- 
mobiles for purposes of computing the manufacturers excise tax, the 
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dealer in the publication described. 

SECTION 4218. — USE BY MANUFACTURER OR IMPORTER 
CONSIDERED SALE 

26 CFR 48. 4218 — 5: Computation of tax. 

Tax base used for computation of manufacturers excise tax on im- 

ported vehicles. See Rev. Rul. 66 — 66, page 252. 

CHAPTER 88. — FACILITIES AND SERVICES 

SUBCHAPTER C. — TRANSPORTATION OF PERSONS BY AIR 

SECTION 4261. — IMPOSITION OF TAX 

26 CFR 49. 4261 — 1: Imposition of tax; in 
general. 

Exemption from the tax on transportation of persons by air of 
amounts paid by the Department of Defense to Military Air Trans- 
port Service contract and charter carriers. See Secretary's Author- 
ization, page 586. 

CHAPTER 84. — DOCUMENTARY STAMP TAXES 

SUBCHAPTER B. — SALES OR TRANSFERS OF CAPITAL STOCK AND 
CERTIFICATES OF INDEBTEDNESS OF A CORPORATION 

PART I. — SALES OR TRANSFERS OF CAPITAL STOCK AND SIMILAR INTERESTS 

SECTION 4821. — IMPOSITION OF TAX 

26 CFR 47. 4821 — 1: Imposition of tax. 
(Also Section 4881; 47. 4881 — 1. ) 

Rev. Rul. 66 — 2' 

The Internal Revenue Service answers three questions concern- 
ing the applicability of section 401 of the Excise Tax Reduction Act 
of 1965, which repealed the documentary stamp taxes on the issue 
and transfer of shares of stock and certificates of indebtedness, 
effective January 1, 1000. 

Three questions have been presented to the Internal Revenue Serv- 
ice relative to the applicability of- the documentary stamp taxes im- 

posed by sections 4821 and 4881 of the Internal Revenue Code of 1954 

r Also released as Teelmieal Information Release 788, dated Dee. 22, I955. 
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on the transfer of shares of stock and certificates of. indebtedness, in 
the light of the repeal of these taxes by section 401 of the Excise Tax 
Reduction Act of 1965, Public La w 89 — 44, C. B, 1965 — 2, 568. 

Question 1. — Shares of stock and a corporate bond are sold through 
a stockbroker on December 81, 1965. The recording of the transfer 
and the delivery of the certificates are accomplished during the month. 
of January 1966. Are the transfers subject to the documentary stamp 
taxes imposed by sections 4321 and 4861 of the Code & 

Question 8. — In those instances wliere transfers of shares of stock 
or certificates of indebtedness are made other than pursuant to bind- 
ing agreements to sell or transfer, is either (a) the date of delivery of 
the shares or certificates to a transfer agent for recording, or (b) 
the date of delivery of the securities to the transferee, determinative 
of whether documentary stamp tax is applicable to the transfer & 

Question 8. — A corporation issues a notice to its stockholders to 
surrender certain shares of stock in a nontaxable exchange for other 
shares of the corporation. Although the stockholders must surren- 
der their shares before the end of December 1965, the new shares will 
not be issued until some time in January 1966. When surrendering 
his shares in December 1965, one stockholder requests that the new 
shares be issued in the name of a person other than the stockholder. 
Is any documentary stamp tax liability incurred in connection with 
the latter transaction l 

Sections 4M1 and 4861 of the Code impose stamp taxes on the sale 
or transfer of shares or certificates of stock, and on transfers of 
certificates of indebtedness issued by a corporation, respectively. 
Section 4M1 also imposes a stamp tax on transfers of rights to sub-' 
scribe for or receive shares or certificates of stock. Sections 47. 4621— 
1(a) and 47. 4331 — 1(a) of the Documentary Stamp Tax Regulations 
both provide that the tax on transfers attaches at the time of making 
the sale or transfer, regardless of the time or manner of delivery of 
the certificate, agreement, , or memorandum of sale. 

Section 401 of the Excise Tax Reduction Act of 1965 repealed the 
documentary stamp taxes on transfers of securities imposed by sec- 
tions 4&1 and 4881 of the Code, efFective January 1, 1966. 

Annoer to Question 1. — The taxes imposed by sections 4621 and 
4881 of the Code attach to binding agreements to sell or transfer 
entered into prior to January 1, 1966, regardless of when the transfer 
is recorded by the transfer agent, or when delivery is made to the 
transferee. Accordingly, the described transfer, having been made 
pursuant to sales agreements entered into prior to January 1, 1966, 
are subject to the taxes imposed by sections 4M1 and 4831 of' the 
Code. 

Answer to Question 8. — Transfers of shares or certificates made 
other than pursuant to binding agreements to sell or transfer, are 
subject to tax if legal title to the shares or certificates is transferred 
prior to January 1, 1966, regardless of when the transfer is recorded 
on the books of a transfer agent, or when delivery is made to a trans- 
feree. Doubtful questions as to the time of transfer of title should 
be submitted for a ruling. 

Ansu'ier to Question 8. — Among other transactions, section 4321 of 
the Code imposes a stamp tax on transfers of rights to receive shares 
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or certificates of stock. When an issuing corporation is requested by 
the person who has the right to receive shares to issue the shares in 

the name of a person other than that of the person who has the right, 

to receive the shares, there occurs a taxable transfer of the right to 
receive the shares, within the meaning of section 4821 of the Code, . 
Since, in the case in question, the request for issuance of the shares in 

the name of someone other than the person who had the right to re- 

ceive was made prior to January 1, 1966, a transfer resulted which 

is subject to the tax imposed by section 4821 of the Code. 

PART II. — SALES OR TRANSFERS OF CERTIFICATES OF INDEBTEDNESS 

SECTION 4881. IMPOSITION OF TAX 

26 CFR 47. 4381 — 1: Imposition of tax. 

ERect of repeal on certain transactions. See Rev. Rul. 66 — 2, 
page 250. 

SUBCHAPTER C. — CONVEYANCES 

SECTION 4881. — IMPOSITION OF TAX 

Rev. Rul. 66-88 26 CFR 47. 4861 — 1: Imposition of tax. 

Revenue Ruling 59 — 282, C. B. 1959 — 2, 882, holds that the sale of a, 

production payment retained from the assignment, of an interest in 
oil, gas and minerals in place is a conveyaIIce of realty sold within 
the meaning of section 4801 of the Internal Revenue Code of 1954 
and is subject to documentary stamp tax imposed under that section, 
The principle of that ruling is equally applicable to a transaction of 
the kind commonly desciibed and known in the industry as the con- 
veyance of a carved-out production payment. Held, the conveyance 
of a carved-out production payment is subject to the documentary 
stamp tax imposed by section 4801 of the Code. 

Revenue Ruling 59 — 282 is hereby amplified. 

SUBCHAPTER D. — POLICIES ISSUED BY FOREIGN INSURERS 

SECTION 4871. — IMPOSITION OF TAX 

26 CFR 145. 5 — 1: Imposition and payment of 
tax on policies issued by foreign insurers. 

Temporary regulations relating to tax on policies issued by foreign 
insurers paid by return in lieu of by the aSxing of 'documen'tary 
stamps. See T. D. 0868, page 598. 
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-26 CFR 145. 5 — 1: Imposition and payment of 
tax on. policies issued by foreign insurers. 

Temporary regulations relating to tax on policies issued by foreign 
insurers paid by return in lieu of by the aSxing of documentary 
stamps. See T. 'D. 6808, page 593. 

SUBCHAPTER E. — MISCELLANEOUS PROVISIONS APPLICABLE 
TO DOCUMENTARY STAMP TAXES 

SECTION 4382. — EXEMPTIONS 

20 CFR 47. 4382 1: Exemptions. 
Application of section 4382 of the Code to an organization separate 

in. form but wholly ovned by a foreign government. See Rev. Rul. 
66 — 73, page 174. 

CHAPTER 36. — CERTAIN OTHER EXCISE TAXES 

SUBCHAPTER D. — TAX ON USE OF CERTAIN VEHICLES 

SECTION 4482. — DEFINITIONS 

26 CFR 41. 4482 (b) — 1: Definition of taxable 
gross weight. 

Computing actual unloaded weight of packer-type refuse collection 
trucks. See Rev. Proc. 66 — 15, page 629. 

CHAPTER 41. — INTEREST EQUALIZATION TAX 

SUBCHAPTER A. — ACQUISITIONS OF FOREIGN STOCK AND 
DEBT OBLIGATIONS 

SECTION 4910. — EXCLUSION FOR INVESTMENTS 
IN LESS DEVELOPED COUNTRIES 

26 CFR 147. 3 — 1: Exclusion for investments 
in less developed country corporations. 

'The Internal Revenge Service has'issued rulings to a number of 
foreign corporations that qualify as less-developed country corpora- 

' Based on Technical Information Release 760, dated Sept. 13, 1065, and Technical 
Information Release 786, dated Dec. 14, 1065. 

225-638' — 66 18 
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tions for certain of their annual accounting periods, under section 
4916(c) (4) of the Internal Revenue Code of 1954, as added by the 
Interest Equalization Tax Act, Public Law 88 — 563, C. B. 1964 — 2, 615. 
Revenue Ruling 65 — 54, C. B. 1965 — 1, 506, is hereby suyerseded by this 
ruling, which contains an updated list of corporations which have 
received favorable rulings. 

The rulings provide that acquisitions by United States persons of 
stock or debt obligations of such corporations, if made during the 
period or periods of time stated (including those made on the first and 
last days of such period or periods) for each corporation, are exempt 
from the interest equalization tax. 

Although the rulings do not exempt acquisitions made during 
periods other than those designated, such acquisitions might be en- 
titled to a statutory exemption, for which a ruling is not required, 
under the provisions of section 4916(c) (5) of the Code, if the condi- 
tions of that section are satisfied. 

The rulings will expire on the last day of the period designated for 
each corporation unless, within 90 days after the close of the corpora- 
tion's annual accounting period, a similar request for ruling contain- 
ing the information required by the rulings is made with regard to the 
succeeding annual accounting period of the corporation. If such in- 
formation is timely filed with the Commissioner of Internal Revenue, 
any acquisition made during the period the request for ruling is pend- 
ing will be treated as exempt, regardless of the fact that the ruling 
may eventually be unfavorable. However, if the information is not, 
timely filed, the ruling will expire, and any acquisition made after the 
last day of the period set forth for each corporation shall not be 
treated as exempt under the ruling. 

From time to time the Service will announce the names of those 
corporations which have received such a ruling during the period sub- 
sequent to this announcement, . 

The following corporations have been issued favorable rulings under 
section 4916(c) (4) of the Code: 
Adela Investment Company — September 24, 1964, to November 2, 1964, . and 

December 7, 1964, to September 28, 1965. ' 
American Israelis Paper Mills, Ltd. — July 19, 1968, to June 29, 1966. 
Anglo-Lautaro Nitrate Corporation — July 19, 1968, to September 28, 1966. 
Antilles International Salt Company, N. V. — October 26, 1965, to September 28, 

1966. 
Bank Leumi le-Israel B. M. — May 8, 1965, to March 81, 1966. 
Banque Internationale pour PAfrique Occidentale — A. pril I, 1965, to March 81, 

1966. 
Barracuda Tanker Corporation — February 8, 1965, to September 28, 1966. 
Benguet Consolidated, Inc. — July 19, 1968, to March 81, 1966. 
Bogo-ilfedellin Milling Co. , Inc. — July 20, 1965, to March 81, 1966. 
Brazilian Traction, Light A Power Co. , Inc. — February 18, 1965, to March 81, 

1966. 
Canadian International Power Company Limited — July 19, 1963, to November 2, 

1964, and November 24, 1964, to March 81, 1966. 
Coastal Caribbean Oils Er, Minerals, Inc. — April 4, 1965, to March 81, 1966. 
Compania de Luz y Fuerza del Centro, S. A. — November 25; 1964, to March 3L 

1966. 
Compania Shell de Venezuela, Ltd. — May 2 x 1965, to 51arch 81, 1966. 

'An extension request was timely ined. While under consideration the exemption 
continues to apply, 
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Consolidated Halliwell I. imited — July 10, 1068, to November 2, 1064, and Decem- 
ber 8, 1064, to March 81, 1966. 

Consolidated iVIines, Inc. — October 18, 1065, to March 81, 1066. 
Construcciones Populares, S, A. de C. V. — July 8, 1065, to Vlarch 81, 1066. 
Credit & Developinent Corporation — May 17, 1965, to iVIarch 81, 1066. 
Ensom City Limited — April 28, 1965, to March 81, 1066. 
Equadorian Corporation, Limited — July 10, 1063, to November 2, 1964, and No- 

vember 25, 1964, to March 31, 1066. 
Grand Bassa Tankers, Inc. — January 25, 1065, to March 31, 1966. 
Hawaiian-Philippine Conipany — August 3, 1965, to March 81, 1066. 
Industria Electrica de Mexico, S. A. — July 19, 1063, to November 2, 1964, and 

December 0, 1064, to March 81, 1966. 
Israel Discount Bank, Limited — January 1, 1064, to November 2, 1964, and 

November 24, 1064, to March 81, 1066. 
Jamaica Public Service Limited — January 11, 1065, to March 81, 1066. 
Kilembe Copper Cobalt Ltd. — November 4, 1065, to March 31, 1966. 
Kupat-Am Bank Limited — August 8, 1965, to March 31, 1966. 
La Gloria Palacios, S. A. de C. V. — September 30, 1965, to March 81, 1966. 
La Luz iMines Limited — November 28, 1965, to December 29, 1966. 
La Tabacalera Mexicans, S. A, — July 10, 1063, to November 2, 1064, and May 7, 

1065, to March 81, 1966. 
Liberian Iron Ore Limited — July 10, 1063, to November 2, 1964, and December 8, 

1064, to March 81, 1066. 
Luzon Stevedoring Corporation — September 80, 1965, to March 81, 1966. 
Mexican Light and Power Company, I. imited — July 19, 1968, to November 2, 1964, 

and November 25, 1064, to March 81, 1966. 
Midepsa Industries Limited — November 24, 1965, to March 81, 1966. 
Motorship Tankers, Inc. — November 80, 1064, to March 81, 1066. 
National Iranian Tanker Company (Monrovia), Ltd. — July 19, 1068, to November 

2, 1964, and November 80, 1964, to March 81, 1066. 
Norsul Oil & iVlining Limited — March 9, 1065, to July 20, 1066. 
Oswego Chemical Carriers Corporation — July 24, 1065, to March 81, 1066. 
Oswego iVlarine Corporation — August 27, 1065, to March 81, 1966. 
Oswego Navigation Corporation — October 21, 1965, to March 81, 1966. 
Oswego Tanker Corporation — February 25, 1965, to March 81, 1966. 
Oswego Unity Corporatio~ — November 10, 1065, to March 81, 1066. 
Pato Consolidated Gold Dredging Limited — July 19, 1068, to November 2, 1964, 

and December 8, 1964, to March 81, 1066. 
Philippine Long Distance Telephone Company — November 80, 1064, to March 81, 

1066. 
Philippine Oil Development Co. , Inc. — July 19, 1063, to November 2, 1964, and 

November 24, 1964, to March 81, 1966. 
Premier Consolidated Oilfields Limited — July 19, 1968, to November 2, 1964, and 

December 9, 1964, to June 29, 1966. 
Proyecto Viru Sociedad Anomina — May 17, 1065, to March 81, 1966. 
Roan Selection Trust Limited — January 25, 1065, to September 28, 1966. 
Rosita Mines Limited — November 28, 1065, to December 29, 1066. 
San Carlos iVlilling Co. , Inc. — July 19, 1968, to November 2, 1964, and December 4, 

1064, to iVIarch 31, 1065, and May 18, 1965, to March 81. 1066. 
San Jose Oil Company, Inc. — January 6, 1965, to March 31, 1966, 
San Miguel Corporation — July 10, 1968, to November 2, 1964, and November 24, 

1964, to March 81, 1966. 
Shell Exploratie en Productia Mastschappij, N. V. — iVlay 25, 1065, to March 31, 

1066. 
Shell finance (Development) Company Limited — May 25, 1065, to March 81, 

1066. 
Shell Quimica de Venezuela, C. A. — May 25, 1965, to March 81, 1066. 
Signess Shipping Company, Inc. — November 30, 1064, to March 81, 1966. 
Space Marine Transport Company — September 23, 1965, to March 31, 1966. 
Sterling Tankers Corporation — October 27, 1065, to March 81, 1966. 
TACA International Airlines, S. A. — October 22, 1065, to iVIarch 81, 1966. 
Trinity Marine Corporation — January 1, 1964, to November 2, 1964, and Noveni- 

ber 25, 1964, to March 81, 1066. 
Trinity Navigation Corporation — November 25, 1064, to iVlarch 81, 1966, 
Tubos de Acero de Mexico, S. A. — July 10, 1068, to November 2, 1964, and Decem- 

ber 9, 1964, to Mari h 81, 1966, 
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Urbanizaciones Guacara, C. A. — May 6, 1965, to March 31; 1966. 
Westwaters Shipping Inc. — January 28, 1965, to March 31, 1965, and May 7, 1965 

to March 31, 1966. 

Rev. Rul. 66 — 97 

In determining whether a foreign corporation quali6es as a less 
developed country corporation for the purpose of the interest 
equalization tax, deposits in less developed countries with persons 
carrying on the banking business, and the income from such de- 
posits, shall be treated as qualifying assets and income. in the com- 
putation of the 80 percent of assets and 80 percent of income tests 
prescribed in section 4916 (c) (1) (B) of the Internal Revenue Code of 
1954. 

Advice has been. requested regarding the proper treatment of de- 
posits in less developed countries with persons carrying on the banking 
business and the income from such deposits, in deterinining whether a 
foreign corporation qualifies as a less developed country corporation 
as defined in section 4916(c) (1) (B) of the Internal Revenue Code of 
19M. 

As far as here pertinent, the foreign corporation has assets consist- 
ing of deposits with persons carrying on the banking business in 
foreign countries and the income from such deposits as shown in the 
f ollowing schedule. 

SCHEDELE A 

United States 
Sweden 
Great Britain 
Liberia 

Country 
Assets in 

donors 

7x 
22lx 
260x 
275x 

Percent 
I 

29 
34 
36 

Income in 
donors 

lx 
10x 
llx 
8x 

Percent 

3 
33 
37 
27 

Totals 763x 100 30x 100 

Section 4916 (c) (1) (B) of the Code provides, in pertinent part, that 
the term "less developed country corporation" means a foreign corpo- 
ration, which, for a certain period of time: (1) derives 80 percent or 
more of its gross income, if any, from sources within less developed 
countries, or from deposits in the United States with persons carrying 
on the banking business, or both, and (9) has assets 80 percent or more 
in value of which consists of certain enumerated categories of assets, 
one of which categories is deposits in the United States with persons 
carrying on the banking business. Thusr section 4916(c) (1) (B) of 
the Code prescribes certain ratios which must be satisfied by a foreign 
corporation in order to qualify as a less developed country corporation: 
(1) of the corporation's total gross income from all sources (total 
income), 80 percent or more must qualify as income from certain 
sources (qualifying income), and (9) of the corporation's total assets 
(total assets), 80 percent or more must qualify as assets. specifically 
enumerated in section 4916 (c) (1) (B) of the Code (qualifying assets) ~ 

Examination of Schedule A, above, giving effect to the provisions of 
section 4916(c) (1) (B) of the Code, shows . that, of the total assets 
amounting to 768a dollars, 7z dollars is a qualifying asset and repre- 
sents only 1 percent of the total assets. On. the other, side, the onlv 
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income qualifying is la dollars, representing only 8 percent of the total 
income of 80m dollars. 

However, section 4016 (c) (2) (C) of the Code contains a special rule 
which provides that, in making the computations with respect to the 
status of a foreign corporation as a less developed country corpora- 
tion as defined in section 4916(c) (1) (B) of the Code, deposits outside 
the I nited States (other than deposits in a less developed country) 
ivith persons carrying on the banking business, and income from such 
deposits, shall not be taken into account. Also, see sections 147. 8 — 1 
(b) (2) (ii) (b) and (iii) (c) of the temporary regulations under the 
Interest Equaliza, tion Tax Act. 

Section 4016(b) of the Code provides, in part, that the term "less 
developed country" means any foreign country (other than an area 
within the Sino-Soviet bloc) or any possession of the United States 
with respect to which there is in e8ect an Executive Order by the 
President designating such country as an economically less developed 
country for purposes of the interest equalization tax. Under applica- 
ble Executive Orders (Executive Order 11071, dated Dec. 27, 1962, 
C. B. 1068 — 1, 187; and superseding Executive Order 11224, dated May 
18, 1065, C. B. 1065 — 1, 507) Liberia, has been an economically less 
developed country since the tax has been in e8ect. On the other hand, 
under the limitations imposed by section 4016(b) of the Code, the 
United Kingdom (of which Great Britain is a part) and Sweden 
cannot be so designated by the President. 

Applying the special rule of section 4016(c) (2) (C) of the Code 
to the 80 percent of gross income and 80 percent of assets tests under 
section 4016(c) (1) (B) of the Code, it is clear that in determining the 
ratio of qualifying assets to total assets and of qualifying income to 
total income the deposits of 221m dollars in Sweden and 260x dollars 
in Great Britain, together with the respective amounts of income 
thereon of 10m dollars and lie dollars, are to be excluded from the 
amounts of qualifying and total assets and income, respectively, since 
the deposits are located outside the United States (other than in a 
less developed country). It is equally clear that the deposit of 7z 
dollars in the United States and the income of lx' dollars thereon are 
to be included in such amounts since both the asset and the item of 
income are speci6cally qualified under section 4016(c) (1) (B) of the 
Code. 

Based upon the above, the only deposits and the income therefrom 
not to be taken into account are those of Sweden and Great Britain. 
This may be illustrated as follows, using the figures shown in Schedule 
A) a. bove. 

SCHEDL LE B 
ASSETS 

7x (United States) 7x (Qualifying assets) 
763x 221x 260s 282@ (Total assets= 2. 5% 

(Total assets) (Sweden) (Great Britain) as revised) 

LNCOME 

lx (United States) 1x (Qualifying income) 
30m 10' 11m 9s (Total income= 11% 

(Total income) (Sweden) (Great Britain) as revised) 
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In both situations the 80 percent tests are still not satisfied. 
With respect to the treatment of the deposit of 975m dollars jn Li 

beria and the income of 8z dollars fr'om such deposit, which are in- 

cluded in the above schedule as part of total assets and also of total 
income, respectively, the question arises whether a deposit in a less de- 

veloped country with a person carrying on the banking business and 

the income thereon are also to be included as qualifying assets and 
income. 

While section 4916(c) (9) (C) of the Code provides that deposits 
outside the United States with persons carrying on the banking busi- 

ness, and the income from such deposits, shall not be taken into account, 
this provision specifically provides that such treatment is not appli- 
cable to deposits in a less developed country. Therefore, deposits in 
a less developed country and the income from such deposits must be 
fully taken into account in some manner. 

The question is whether such deposits and income should be taken 
into account as qualifyin~ or nonqualifying assets and income. Al- 

though section 4916(c) (I) (B) (i) of the Code refers only to deposits 
in the United States with persons carrying on the banking business, 
section 4916(c) (1) (B) (ii), (iii), (iv), and (v) of the Code amply 
demonstrate a congressional intention to accord favorable treatment of 
less-developed-country oriented assets of holding companies. It 
would not be consistent with this intention to treat bank deposits 
actually located in less developed countries and income from such de- 
posits as an impediment to qualification as a less developed country 
corporation. 

Accordingly, in view of the foregoing, it is held that in making the 
computation of the 80 percent of assets test pursuant to the provisions 
of section 4916(c). (1) (B) and 4916(c) (9) (C) of the Code, in order 
to make the determination whether a foreign corporation qualifies as 
a less developed country corporation for purposes of the interest equal- 
ization tax, deposits in less developed countries with persons carrying 
on the banking business are to be included in both qualifying assets and 
total assets. Likewise, in making the computation of the 80 percent 
of gross income test pursuant to sections 4916(c) (1) (B) and 4916(c) 
(2) (C) of' the Code, for purposes of such determination, income from 
such deposits is to be included in both qualifying income and total 
income. 

The above may be illustrated by the following, using the appropriate 
figures shown in Schedules A and B, above. 

7x plus 275x (Liberia) 282x 
(100% — 80% Asset test satisfied. ) 

lx plus 8x (Liberia) 9x 
9x 9x (100% — 80% Income test satisfied. ) 



[$ 6039. 

SUBTITLE F. — PROCEDURE AND ADMINISTRATION 

CHAPTER 61. — INFORMATION AND RETURNS 

SUBCHAPTER A. — RETURNS AND RECORDS 
PART II. — TAX RETURNS OR STATEMENTS 

Subpart A. — General Requirement 

SECTION 6011. — GENERAL REQUIREMENT OF RETURN, 
STA. TEMENT, OR LIST 

26 CFR 81. 6011(a) — 7: Execution of returns. 
Submission of information required on certain forms and schedules 

on magnetic tape or other media. See T. D. 6888, page 294. 

PART III. — INFORMATION RETURNS 

Subpart A. — Information Concerning Persons Subject to Special Provisions 

SECTION 6089. — INFORMATION REQUIRED IN 
CONNECTION WITH CERTAIN OPTIONS 

Rev. Rul. 66 — 117' 
Revised Forms 8921, Exercise of a Qualified or Restricted Stock 

Option, and 8922, Transfer of Stock Acquired by Certain Options, 
and new Form 4067, U. S. Annual Information Return, refiect the 
modified reporting requirements relating to transfers of stock acquired 
under ceitain stock options in calendar year 1065 and later years. 

Form 4067 will serve as a summary of, and transmittal for, revised 
Forms 8021 and 8022. The use of Form 4067, which must be duly 
signed, makes it unnecessary for each of the accolnpanying Forms 8921 
and 8022 to be signed. 

An automatic extension of time was granted to February 28& 1966, 
for furnishing to employees the statements required by section 60&89 (b) 
of the Internal Revenue Code of 1954-. Thus, under this extension, the 
date for furnishing the statements is the same as the due date for filing 
the returns. Such statements furnished to employees must contain the 
information required to be set forth on revised Forms 8921 and 8922. 

The interim provisions contained in Revenue Ruling 65 — 72, C. B. 
1965 — 1, 518, were applicable only to returns required for calendar year 
1964. Revised Forms 8921 and 8022 and new Form 4067 must be used 
for calendar year 1965 and must be filed on or before February 28, 
1066. 

~Eased on Technical Information Release 796, dated Jan. 26, 1966. 
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Subpart B. — Information'Concerning Transactioris With Other persons 

SECTION 6041. — INFORMATION AT SOURCE 

26 CFR 1. 6041 — 1: Return of information as 
to payments of $600 or more. 

Requirements governing the private printing of substitutes for 
Form 1099, U. S. Information Return. bee Rev. Proc. 66 — 16, page 
680. 

Information returns for payments of $600 or more by banking insti- 
tutions acting as agents for the collection of interest on evidences of 
indebtedness. See Rev, Proc. 66 — 26, page 654. 

26 CFR 1. 6041 — 5: Information as to actual 
owner. 

Private printing and use of substitutes for Form 1087, Nominee's 
Information Return. See Rev. Proc. 66 — 17, page 6M. 

SECTION 6042. — RETURNS REGARDING PAYMENTS OF 
DIVIDENDS AND CORPORATE EARNINGS AND PROFITS 

26 CFR 1. 6042 — 2: Returns of information as 
to dividends paid in calendar years after 
1962. 

(Also Sections 6044, 6049; 1. 6044 — 2, 1. 6049 — 1. ) 

T. D. 6879' 

TITLE 26 — INTERNAL REVENUE. — CHAPTER It SUBCHAPTER At PART 1. — 
INCOME TAX j TAXABLE YEARS BEGINNING AFTER DECEMBER 3 1 

& 
1 9 5 3 

Dividend and interest information reporting 

DEPARTMENT OF THE TREASURY& 
Oi FICE OF COMMISSIONER OF INTERNAL REVENUE) 

Waslungton, D. C. , 80884 

To Offtcers and Employees of the Internal Re~enue 8ert't'ce and 
Others Concernedf 

On May 11, 1965, notice of proposed rulemaking with respect to 
amendment of the Income Tax Regulations (26 CFR Part 1) under 
sections 6042, 6044 and 6049 of the Internal Revenue Code of 1954 
(relating to returns regarding payments of dividends, patronage divi- 
dends, and interest, respectively) to permit the report'ing of dividend 
and interest payments on an account basis for 1965 and 1966, and to 
niake certain other liberalizing changes was published in the. Fed- 

'The publication of this Treasury Decision' in 31 . F, R::3492, date'd' Mar. 3, 1966, con- 
tains (1) instructions for modifying the notice of proposed rulemakipg published in 36 
F. R. 643a dated May 11, 1965, and (2) the full context of the regulations with such 

odifications. As here published, the Treasury Decision refiects the full context of »ch 
regulations, with modifications. The individual instructions have been omitted. 
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eral Register. (80 F. R, 6488), A. fter consideration of all such relevant 
matter as was presented by interested persons regarding the rules 
proposed, the following amendments of the regulations are adopted: 

PARAcRAI ii 1. Section 1. 6049 2 is amended by revising paragraphs 
(a) (1) and (c) thereof. These revised provisions read as follows: 

$ 1. 6042 — 2 RETURNS OF INFORMATION AS To DIVIDENDS PAID IN CALENDAR 
YEARs AFTER 1962. — (a) Requirement of reporting. — (1) In generui. — (i) Every 
person who makes payments of dividends (as defined in r) 1. 6042 — 3) aggregating 
$10 or more to any other person during a calendar year after 1962 shall make 
an information return on Forms 1096 and 1099 for such calendar year showing 
the aggregate amount of such payments, the name and address of the person 
to whom paid, the total of such payments for all persons, and such other 
information as is required by the forms. In the ease of dividends paid during 
the calendar year 1963 or 1964, the requirement of this subdivision for the filing 
of Form 1099 will be met if a person making payments of dividends to another 
person on two or more classes of stock files a separate Form 1099 with respect 
to each such class of stock on which $10 or more dividends are paid to such 
other person during the calendar year. Thus, if during 1963 a corporation pays 
to a person dividends totaling $15 on its common stock and $20 on its preferred 
stock, it may file separate Forms 1099 with respect to the payments of $15 and 
$20. If the dividends on the preferred stock totaled !$5 instead of $20, no 
return would be required with respect to the $5. In addition, in the case of 
dividends paid during the calendar year 1965 or 1966, the requirement of this 
subdivision for the filing of Form 1099 will be met if a person making payments 
of dividends to another person on two or more separate stock ownership accounts 
(regardless of whether the payments are made on only one class of stock) 
files a separate Form 1099 with respect to each such stock ownership account 
on which $10 or more of dividends are paid to such other person during the 
calendar year. 

(ii) Every person who during a calendar year after 1962 receives payments 
of dividends as a nominee on behalf of another person aggregating $10 or more 
shall make an information return on Forms 1096 and 1087 for such calendar year 
showing the aggregate amount of such dividends, the name and address of the 
person on whose behalf received, the total of such dividends received on behalf 
of all persons, and such other inforInation as is required by the forms. Not- 
withstanding the preceding sentence, the filing of Form 1087 is not required if- 

(a) The record owner is required to file a fiduciary return on Form 1041 
disclosing the name, address, and identifying number of the actual owner; 

(b) The record owner is a nominee of a banking institution or trust 
company exercising trust powers, and such banking institution or trust 
company is required to file a fiduciary return on Form 1041 disclosing the 
name, address, and identifying number of the actual ovvner; or 

(c) The record owner is a banking institution or trust company exer- 
cising trust powers, or a nominee thereof, and the actual owner is an 
organization exempt from taxation under section 501(a) for which such 
banking institution or trust company files an annual return, 

but only if the name, address, and identifying number of each record owner are 
included on or Ivith the Form 1041 fiduciary return filed for the estate or trust 
or the annual return filed for the tax exempt organization. 

(c) Time and place for filirtg. — The returns required under this section for 
any calendar year shall be filed after September 30 of such year, but not before 
the payer's final payment for the year, and on or before February 28 of the 
following year with any of the Internal Revenue Service Centers, the addresses 
of which are listed in the instructions for Form 1096. For extensions of time 
for filing returns under this section, see $ 1. 6081 — 1. 

PAR. 2. Paragraphs (b) and (c) (1) of $ 1. 6042 — 4 is amended to 
read as follows: 

II 1. 6042 — 4 STATEMENTs To REGIPIENTs oF DIvIDEND PAYIIENTS. 
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(b) Eorm of statement. — The written statement required to be furnished to 
a person under paragraph (a) of this section shall— 

(1) Show the aggregate amount of payments shown on the Form 10gg or 
1087 as having been made to (or received on behalf of) such person and 
include a legend stating that such amount is being reported to the Internal 
Revenue Service, and 

(2) Show the name and address of the person filing the form. 
The requirement of this section for the furnishing of a statement to any person, 
including the legend requirement of this paragraph, may be met by the furnish- 

ing to such person of a copy of the I'orm 1099 or 1087 filed pursuant to $ 1. 6042-2 
or a reasonable facsiInile thereof, in respect of such person. A. statement shall 
be considered to be furnished to a person within the meaning of this section if 
it is mailed to such person at his last known address. 

(c) Time for furnishing statements. — (1) In genera/, — Each statement re- 
quired by this section to be furnished to any person for a calendar year shall be 
furnished to such person after November 80 of the year and on or before January 
81 of the following year, but no statement may be furnished before the final 
dividend for the calendar year has been paid. However, if the final dividend 
for the calendar year is paid during the last quarter of the year, the statement 
may be furnished with such dividend. 

PAR. 6. Paragraph (d) of $ 1. 6044 — 9 is amended to read as follows: 

$ 1. 6044 — 2 RETURNs oF INFGRMATIGN As To PATMENTs GF PATRGNAGE DIvI- 
DENDS WITH REGPEOT To PATRCNAGE OccURRIKG IN TAxABLE YEARs BEGINNING 

A. F'TER 1962. 

(d) Time and place for filing. — The return required under this section on 
Forms 1096 and 1099 for any calendar year shall be filed after September 80 
of such year, but not before the payer's final payment for the year, and on or 
before February 28 of the following year, with any of the Internal Revenue 
Service Centers, the addresses of which are listed in the instructions for such 
forms. For exi:ensions of time for filing returns under this section, see $ 1. 6081 — 1. 

PAR. 4. Paragraphs (b) and (c) (1) of $ 1, 6044 — 5 are amended to 
read as follows: 

$ 1. 6044 — 6 STATL'MENTs To REGIPIENTs oF PATRGNAGE DIvIDENDs. 

(b) E&orm of statcmcnts. — The written statement required to be furnished to 
a person wif. h respect to whom a return of information is made under $ 1. 6044-2 
shall— 

(1) Show the aggregate amount of payments shown on the return as 
having been made to such person and include a legend stating that such 
amount is being reported to the Internal Revenue Service, and 

(2) Show the name and address of the cooperative Inaking the return. 
The requirements of this section for the furnishing of a statement to any person, 
including the legend requirement of this paragraph, may be met by the furnishing 
to such person of a copy of the Form 1099 filed pursuant to ) 1. 6044 — 2, or a 
reasonable facsimile thereof, in respect of such person. A statement shall be 
considered to be furnished to a person within the meaning of this section if it 
is mailed to such person at his last known address. 

(c) Time for furnishing statements. — (1) In, gcnerat. — Each statement re- 
quired by this section to be furnished to any person for a calendar year shall 
be furnished to such person after November 80 of the year and on or before 
January 81 of the following year, but no statement may be furnished before the 
final payment for the calendar year of an amount described in $ 1. 6044 — 8 has been 
paid. However, if the final payment of an amount described in $ 1. 6044 — 8 fo r 
the calendar year is paid during the last quarter of the year, the statement may 
be furnished with such payment. 

PAR. 5. Section 1. 6049 — 1 is amended by revising paragraphs (a) (1) 
and (c) thereof. These revised provisions read as follows: 

3 1, 6049 — 1 RETURNs oF INFGRMATION As 'ro INTEREsT PAID IN CAIENDAR YEARS 
ArTER 1962. — (a) Requirement of reporting. — (1) In general. — (i) Every person 
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who makes payments of interest (as defined in ) 1. 6040 — 2) aggregating $10 or 
more to any other person during a calentlar year after 1962 shall make an in- 
formation return on Forms 1006 and 1099 for such calendar year showing the 
aggregate aiuount of such paynients, the name and address of the person to 
whom paid, the total of such payments for all persons, and such other informa- 
tion as is required by the forms. In the ease of interest paid during the 
calendar year 1963 to 1966, inclusive, the requirement of this subdivision for 
the filing of Form 1099 will be met if a person making payments of interest to 
another person on tivo or morc accounts, insurance contracts, or investment 
certificates files a separate Forin 1099 with respect to each such account, contract, 
or certificate on which $10 or more of interest is paid to such other person during 
the calendar year. In the case of evidences of indebtedness described in section 
6049(b) (1) (A), separate Forms 1099 may be filed as provided in the preceding 
sentence with respect to holdings in different issnes. Thus, if during 1963 a 
bauk pays to a person interest totaling $15 on one account and $20 on a second 
account, it may file separate Forms 1099 with respect to the payments of $15 and 
$20. If the interest on the second account totaled $5 instead of $20, no return 
ivoultl be required ivith respect to the $5. 

(ii) Every person who during a calendar year after 1962 receives payments 
of interest as a nominee on behalf of another person aggregating $10 or more 
shall make an information return on Forins 1096 and 1087 for such calendar 
year showing the aggregate amount of such interest, the name and address of 
the persou on whose behalf received, the total of such interest received on 
behalf of all persons, and such other inforination as is required by the fornis. 
Notwithstanding the preceding sentence, the filing of Form 1087 is not 
required if- 

(a) The record owner is required to file a fiduciary return on Form 1041 
disclosing the name, address, and ideutifying number of the actual owner; 

(b) The record owner is a nominee of a banking institution or trust 
company exercising trust powers, and such banking institution or trust 
compauy is required to file a fiduciary return on Form 1041 disclosing the 
name, address, and identifying number of the actual oivner; or 

(c) The record owner is a banking institution or trust company exercis- 
ing trust powers, or a nominee thereof, and the actual owner is an orga- 
nization exempt froni taxation under section 501(a) for which such banking 
institution or trust company files an annual return, 

but only if the name, address, and identifying number of each record owner are 
included on or with the Forui 1041 fiduciary return filed for the estate or trust 
or the annual return filed for the tax exempt organization. 

(c) Ti»N u»d place for filin. — The returns required umler this section for 
any calendar year shall be filed after September 30 of such vear, but not before 
the payer's final payment for the year, and ou or before February 28 of the 
followiug year with any of the Internal Revenue Service Centers, the addresses 
of which are fisted in the instructions for Form 1096. For extensions of time 
for filing returns under this section, see 4 1. 6081 — 1. 

* Nf 

PAR. 6. Paragraphs (b) and (c) (1) of II 1. 6049 — 8 is amended to read 
as follows: 

g 1. 6049 — 3 STATEMENTs To REGIPIKNTS oF IivTEREST PAYMENTs. 

(b) Eorm of state»~eat. — The writteu statement required to be furnished to 
a person untler paragraph (a) of this section shall— 

(1) Show the aggregate amount of payments shown on the Form 1099 
or 1087 as having been made to (or received ou behalf of) such person 
and include a legend stating that such amount is being reported to the 
Internal Revenue Service, and 

(2) Show the name and address of the person filing the form. 
The requireme~ts of this section for the furnishing of a statement to any person, 
including the legend requirement of this paragraph, mav be met by the furnish- 
ing to such person of a copy of the Form 1099 or 1087 filed pursuant to ) 1. 6049 — 1, 
or a reasonable facsiniile thereof, in respect of such person. A statenient shall 
be considered to be furnished to a person ivithin the nieaning of this section if 
it is niailed to uch person at his last known address. 
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(c) Time for furnishing statentents. — (1) In general. — Each statement re- 
quired by this section to be furnished to any person for a calendar year shall be 
furnished to such person after November 80 of the year and on or before January 
81 of the following year, but no statement may be furnished before the anal 
interest payment for the calendar year has been paid. However, if the anal 
interest payment for the calendar year is paid during the last quarter of the 
year, the statement may be furnished with such payment or at the time the 
payment is posted to a passbook. 

0 

(This Treasury Decision is issued under the authority contained in 
section 7805 of the Internal Revenue Code of -1954 (68A Stat. 917; 
96 U. S. C. 7805). ) 

SHELnoN S. CoHEN, 
Commissioner o f Interna/, Revenue. 

Approved February 98, 1966. 
STANLEY S. SURREY( 

Assi~ tont 8ecre tor y o j the Treusttry. 
(Filed by the Division of the Federal Register on Mar. 7, 1()66, 8:46 a. m. , and 

published in the issue of the Federal Register for Mar. 8, 1966, 81 F. R. 8462) 

Private printing and use of substitutes for Form 1087, Nominee's 
Information Return. See Rev. Proc. 66 — 17, page 689. 

SECTION 6044. — RETURNS REGARDING PAYMENTS OF 
PATRONAGE DIVIDENDS 

96 CFR 1. 6044 — 2: Returns of information as to 
payments of patronage dividends with re- 
spect to patronage occurring in taxable 
years beginning after 1969. 

Amended regulations with respect to information returns as to pay- 
ments of dividends. See T. D. 6879, page o66. 

SECTION 6049. — RETURNS REGARDING PAYMENTS OF 
INTEREST 

o6 CFR 1. 6049 — 1: Returns of information as to 
interest paid in calendar years after 1969. 

Amended regulations with respect to information returns as to pay- 
ments of interest. See T. D. 6879, page 966. 

Guidelines for reporting of increments in value of prepaid insurance 
premiums. See Rev. Rul. 66 — 190, page 14. 
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SECTION 6081. — EXTENSION OF TIME FOR FILING 
RETURNS 

26 CFR 81, 6081(a) — 1: Extensions of time for 
filing returns and other documents. 

Extension of time for filing Federal unemployment tax returns for 
the calendar year 1065 with certain districts. See Rev. Proc. 66 — 10, 
pa. ge 647. 

SUBCHAPTER B. — MISCELLANEOUS PROVISIONS 

SECTION 6108. — PUBLICITY OF RETURNS AND LISTS OF 
TAXPA YERS 

26 CFR 801. 6103(a) — 1: Inspection of returns 
by certain classes of persons and State and 
Federal Government establishments pur- 
suant to Executive order. 

Inspection of Federal tax returns filed under the Internal Revenue 
Code of 1054, and tlie furnishing of copies of such returns. See Rev. 
Proc. 66 — 3, paige 601. 

Inspection of Federal tax returns filed under the Internal Revenue 
Code of 1954, by State Governments and the furnishing of copies of 
such returns and abstract data. See Rev. Proc. 66 — 4, page 607. 

26 CFR 801. 6108 (a) — 2: Copies of returns. 
Inspection of Federal tax returns filed under the Internal Revenue 

Code of 1054, and the furnishing of copies of such returns. See Rev. 
Proc. 66 — 8, page 601. 

26 CFR 801. 6108(b) — 1: Inspection by States. 
Inspection of Federal tax returns filed under the Internal Revenue 

Code of 1954, by State Governments and the furnishing of copies of 
such returns and abstract data. See Rev. Proc. 66-4, page 607. 

SECTION 6106. — PUBLICITY OF UNEMPLOYMENT TAX 
RETURNS 

26 CFR 801. 6106 — 1: Publicity of unemploy- 
ment tax returns. 

Inspection of Federal tax returns filed under the Internal Revenue 
Code of 1054, by State Governments and the furnishing of copies of 
such returns and abstract data. See Rev. Proc. 66 — 4, page 607, 
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SFCTION 6109. — IDENTIFYING NUMBERS 

26 CFR 1. 6109 — 1: Identifying numbers. 

uentifying numbers of persons drawing social security benefits 
as widows age 62 or over before January 1, 1963. See Rev. Proc. 
66 — 29, page 656. 

CHAPTER 62. — TIME AND PLACE FOR PAYING TAX 

SUBCHAPTER B. — EXTENSIONS OF TIME FOR PAYMENT 

SECTION 6166. — EXTENSION OF TIME FOR PAYMENT OF 
ESTATE TAX WHERE ESTATE CONSISTS LARGELY OF 
INTEREST IN CLOSELY HELD BUSINESS 

96 CFR 90. 6166 — 3: Acceleration of payment. Rev. Rul. 66 — 62 

Where a change in the operation of a business from a corporate 
form to an unincorporated form does not alter materially the busi- 
ness (operation of an ofVice building) or the interest of the estate in 
the business, it is held that the change does not bring about the appli- 
cation of section 6166(h) (1) (A) of the Internal Revenue Code of 1954 
so as to cause a termination of the installment privilege otherwise 
available to the estate under the provisions of section 6166(a) of the 
Code. 

CHAPTER 63. — ASSESSMENT 

SUBCHAPTER B. — DEFICIENCY PROCEDURES IN THE CASE OF 
INCOME, ESTATE, AND GIFT TAKES 

SECTION 6213. — RESTRICTIONS APPLICABLE TO DEFI- 
CIENCIES; PETITION TO TAX COURT 

26 CFR 301. 6213 — 1: Restrictions applicable 
to deficiencies; petition to Tax Court. 

(Also Section 6503; 301. 6503(a) — 1). 
A waiver of the restrictions on assessment and collection of a de- 

6ciency given pursuant to section 6218(d) of the Internal Revenue 
Code of 1954 terminates the 90-day suspension of the period of 
limitations on assessment and collection provided by sections 
6218(a) and 6508(a) (1) of the Code and starts the 60 — day suspen- 
sion period provided by section 6508(a) (1) of the Code. 

A notation added to the waiver by the taxpayers reserving the 
right to claim refund was not a condition, but an expression of the 
rights of the taxpayers at that time which did not invalidate the 
waiver. 

Advice has been requested whether the assessment of a deficiency in 
Federal income tax was timely under the circumstances described. be 
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low, and also whether a waiver of the restrictions on assessment ancl 
collection of a deficiency was valid because of a notation entered 
thereon by the taxpayers reserving the right to claim refund. 

A timely statutory notice of deficiency in income tax was mailed to 
the taxpayers 2 weeks prior to the expiration of the statutory period 
of limitations on assessment, as extended by a duly executed consent, 
Form 872, Consent Fixing Period of Limitation Upon Assessment of 
Income and Profits Tax. Pursuant to section 6213(a) of the Internal 
Revenue Code of 1954, the issuance of that notice prevented the dis- 
trict director from making an assessment for 90 clays. The taxpayers 
promptly filed a Form 870, Waiver of Restriction on Assessment and 
Collection of' Deficiency in Tax and Acceptance of Overassessment, as 
provided by section 6213(d) of the Code, specifically waiving restric- 
tions on the immediate assessment and collection of the tax. No 
action was taken by the district director until 121 days later, when 
the assessment was made. 

Under section 6503(a) (1) of the Code, the running of the statutory 
period of limitations within which an assessment must be made is 
suspended for the period during which the clistrict director is pro- 
hibited from making an assessment and for 60 adclitional days. Since 
the district director is prohibitecl by section 6213(a) of the Code from 
making an assessment for a period of 00 days after a notice of de- 
fiiciency is mailed, the running of the period of limitations on assess- 
ment is suspended for an aggregate period of 150 clays from the date 
the notice of deficiency is mailed. 

The taxpayers contended that after they signed the waiver, Form 
870, the district director was no longer prohibited from making an 
assessment and the suspension of the running of the period of limita- 
tions was terminated, with the result that tlie assessment made more 
than 60 days after the date the waiver was filed was invalid. 

In United 8tates v. t'ameg J. Eae et al. , United States District Court 
for the District of Massachusetts, entered January 10, 1059, the Gov- 
ernment argued only that the waiver was not properly executed. The 
Court held: 

It follows therefore that the statute of limitations on assessments of the tax 
deficiencies in issue would have expired one hundred and fifty days after the 
notice of June 30, 1950, but that the Form 870 waiver against assessments 
terminated the ninety day period of section 272(a) (1) and section 277 on July 
14, 1950, and started the sixty day period of section 277 running from that date. 
The assessments of October 27, 1950, were after the expiration of the period and 
were barred by section 275(a) as modified by the sections cited above. 

In iVutua/ Lumber Co. v. Poe, 44 Fed. (2d) 022 (1030); 3lutual 
Lumber Co. v. Poe, 66 Fed. (2d) 904 (1933) (same case on new ap- 
peal), certiorari denied, 200 U. S. 706 (1034), a waiver of restrictions 
was executed prior to issuance of the statutory notice of deficiency. 
Subsequently, a notice of deficiency was issued which, under the then 
existing statute, would have suspended the statute of limitations 60 
days, the period the district director was prohibited from making the 
assessment, and for 60 days thereafter. The taxpayer argued that the 
waiver cut down the period in which the district director was pro- 
liibitecl from making the assessment and that no timely assessment 
was made. It was determined, however, that under the law as viewed 
at that time, a v, fiver filed before the notice of deficiency was mailed 
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was a nullity and that the suspension of limitations ran from the 
notice of deficiency. 

Section 6918(d) of the Code settled the question of validity of 
waiver for years subsequent to 1954 by providing that the taxpayer 
may waive restrictions on assessment at any time, whether a deficiency 
notice has been issued or not. 

Congressional committee reports indicate that Congress intended 
to give the Commi. ssioner an additional 60 days to make an assessment 
to protect him in the eventuality that for some reason the period of 
suspension was cut down. See House Report No. 356, 69th Congress, 
1st session, C. B. 1989 — 1 (Part 9), 361, at 870. Also Senate Report, No. 
960, 70th Congress, 1st session, C. B. 1939 — 1 (Part 9), 409, at 431. 

The position taken by the Government in the pertinent cases, the 
statutory language and legislative history all point to the conclusion 
that a valid waiver on Form 870, which is filed within the 90-day 
period of suspension provided by sections 6913(a) and 6503(a) (1) of 
the Code, has the effect of terminating the running of such 90-day 
period and starting the running of the 60-day period provided by sec- 
tion 6508(a) of the Code on the date it is filed. 

It, should be noted in the instant case that 9 weeks of. the normal 
8-year period of limitation on assessment as extended remained at the 
time the district director mailed the statutory notice of deficiency. 
Upon the termination of the period of suspension of the running of the 
period of limitation, in this case 60 days after the date the waiver was 
filed, the running of the normal 8-year period of limitation as extended 
resumes. Thus, the period within which an assessment had to be made 

. in this case did not expire until o weeks after the termination of the 60- 
day period of suspension. 

Whether a Form 870 becomes invalid by reason of a notation placed 
thereon by a taxpayer must be resolved on the basis of the facts in 
each case. In the instant case the notation made by the taxpayers 
was not a condition, but an expression of the actual rights of the 
taxpayers at the time. Since the taxpayers would have had the same 
rights had the form been left unaltered, the waiver of restrictions 
signed by the taxpayers was a valid one. 

CHAPTER 64. — COLLK CTION 

SUBCHAPTER A. — GENERAL PROVISIONS 

SECTION 6809. — MODE OR TIME OF COLLECTION 

26 CFR 81. 6802(c) — 1: Use of Government de- 
positaries in connection with taxes under 
Federal Insurance Contributions Act and 
income tax withheld. 

T. D. 6884 ' 

r The publication of this Treasury Decision in &I l. R 
(] i ' tructions for modifying the notice of p F it, 6515, dated Apr. 29, 1966, and (2) the full context of the regulations with suc 

modidcations. As here published, the Treasury Decision re&a««he 
regulations, with modiscations. The individual instructions h 
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TITLE 26 — INTERNAL REVENUE. — CHAPTER I) SUBCHAPTER C) PART 31. — 
EMPLOYMENT TAXES ) APPLICABLE ON AND AFTER JANUARY I ) 1955 

Amendment of the Employment Tax Regulations to provide re- 
vised rules for the deposit of certain employment taxes. 

DEPARTMENT OF TETE TREASURY) 
OFFICE OF COMMISSIONER OF INTERNAL REVENUE 

TV(lshington) D. C. , 808@, 
To Ogcers and Ernplovjees of the Internal Revenue 8ervice ond Others 

Concerned: 
On April 99) 1966, notice of proposed rulemaking with respect to 

the amendment of b~ 31. 6302(c) — 1 of the Employment Tax Regula- 
tions (96 CFR Part 31) to provide revised rules for the deposit of 
certain employment taxes was published in the Federal Register (31 
F. R. 6515). After consideration of all such relevant matter as was 
presented by interested persons regarding the rules proposed, the fol- 
lowing amendment of the regulations is hereby adopted. 

Paragraph (a) of $ 31. 6309(c) — 1 is amended by revising subpara- 
graphs (1) and (3) to read as follows: 

f 61. 6602(c) — 1 UsE oF GovERNMENT DEPosITARIEs IN CDNNEOTIQN WITII TAZEs 
UNDER FEDERAL IN8URANcE CoNTRIBUTIoNs ACT AND INCDME TAx WITHHELD. — 
(a) Requirement. — (1) In general. — (i) Except as provided in paragraph (b) 
of this section and subdivision (ii) of this subparagraph, if during any calendar 
month other than the last month of a calendar quarter, the aggregate amount 
of taxes (as defined in subdivision (iii) of this subparagraph) exceeds $100 in 
the case of an employer, such employer shall deposit such aggregate amount 
within 15 days after the close of such calendar month with a Federal Reserve 
bank. Notwithstanding the provisions of this subdivision, amounts required 
to be deposited for May 1966 may be deposited after June 15, 1966, but not later 
than June 20, 1966, if such amounts are combined with an amount required to 
be deposited under subdivision (ii) of this subparagraph for the first semi- 
monthly period in June 1966. 

(ii) This subdivision shall apply to taxes with respect to wages paid by an 
employer during June 1966 or during a calendar quarter thereafter if the aggre- 
gate of the taxes with respect to wages paid during any calendar month in the 
preceding calendar quarter exceeded $4, 000 in the case of such employer. An 
employer shall deposit taxes to which this subdivision applies in a Federal 
Reserve bank within 3 banking davs after the close of the semimonthly period 
during which the Ivages to which such taxes relate are paid. For purposes of 
this subdivision, "semimonthly period" means the first 15 days of a calendar 
month or the portion of a calendar month following the 15th of such month. 
An employer will be considered to have complied with the requirements of this 
subdivision for a semimonthly period if- 

(a) (I) His deposit for such semimonthly period is not less than 90 percent 
of the aggregate amount of the taxes for such period and (2) if such period 
occurs in a month other than the last month in a calendar quarter, he deposits 
any underpayment for such month within 6 banking days after the 15th day of 
the following month; or 

(5) (I) His deposit for each semimonthly period in the month is not less than 
45 percent of the aggregate anIount of the taxes for the month, and (2) if such 
month is other than the last month in a calendar quarter, he deposits any under- 
payment for such month within 6 banking days after the 15th day of the follov. — 

ing month. This subdivision (b) shall not apply to any employer who normally 
pays in the first semimonthly period in each month more than 75 percent of the 
total wages paid during the month. 

(iii) As used in this subparagraph, the term "taxes" means- 
(a) The employee tax withheld under section 6102, 
(b) The employer tax under section 6111, and 
(c) The income tax Ivithheld under section 6402, 

exclusive of taxes with respect to wages for agricultural labor or for domestic 
service in a private home of the employer. 

P 

225-638' — 66 — 19 
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(8) Depository receipts. — Any deposit required to be made by an emplpyer 
under subparagraph (1) of this paragraph shall be made separately from any 
deposit required to be made by him under subparagraph (2) of this paragraph. 
An employer required to make deposits under subparagraph (1) or subparagraph 
(2) may make one, or more than one, remittance of the amount required by such 
subparagraph to be deposited for a calendar month or a semi-monthly period, as 
the case may be. However, a deposit for a period in one calendar quarter shall 
be made separately from any deposit for a period in another calendar quarter, 
Each remittance shall be accompanied by a Federal Depositary Receipt (Form 
460) which shall be prepared in accordance with the instructions applicable 
thereto. The employer shall forward such remittance, together with such deposi- 
tary receipt, to a Federal Reserve bank or, at his election, to a commercial bank 
authorized in aceordanee with Treasury Department Circular No. 848 to accept, 
remittances of the taxes for transmission to a Federal Reserve bank. After the 
Federal Reserve bank has validated the depositary receipt, such depositary 
receipt will be returned to the emplover. Every employer making deposits 
pursuant to this section shall attach to his return for the period with respect tp 
which such deposits are made, in part or in full payment of the taxes shown 
thereon, depositary receipts so validated, and shall pay to the district director 
the balance, if any, of the taxes due for such period. An amount of tax which 
is not required to be deposited may nevertheless be deposited if the employer so 
desires. If such a voluntary deposit is made, the employer shall make it in 
ample time to enable the Federal Reserve bank to return the validated receipt 
to the employer so that it ean be attached to and filed with the employer's return. 

(This Treasury Decision is issued under the authority contained in 
section 7805 of the Internal Revenue Code of 1954 (68A Stat. 917; 26 
U. S. C. 7805). ) 

SHELDON S. COHEN, 
Commissioner of InternaL Revenue 

Approved May 16, 1966. 
STANLEY S. SURREY, 

Ass& tant Secretary of the Treasury. 
(Filed by the Division of the Federal Register on May 16, 1966, 1:47 p. m. , and 
published in the issue of the Federal Register for May 17, 1966, 81 F. R. 7188) 

SUBCHAPTER B. — RECEIPT OF PAYMENT 

SECTION 6816. — PAYMENT BY FOREIGN CURRENCY 
26 CFR 801. 6816 — 1: Payment of income tax 

in foreign currency. 
T. D. 6872 ' 

TITLE 26 — INTERNAL REVENUE. — CHAPTER Ii SUBCFIA~R As PART 1. — 
INcoME TAxl TAZABLE YEARs BEGINNING APE'R DEOEMBER 31& 1953 

~ 

SUBCHAPTER Ci PART 31. — EMPLOYMENT TAXES 
q 

SUBCH~ Fi PART 

301. — PROCEDURE AND ADMINISTRATION 

Payment of taxes in nonconvertible foreign currency 

DEPARTMENT OF THE TREASURY) 
OFFICE OI' COMMISSIONER OF INTERNAL REVENUE 

W'ashinctton, D. C. , 808@ 
To Officers and EmpLoyees of the InternaL Ref)enue Serpzce an(L 

Others Concerned: 
& The publication of this Treasury Decision in 31 F. R. 148, dated Jan. 6, 1966 (1) instructions for modifying the nptiee pf proposed ru)orna)aug published in 3O. F ~ 

6222, dated May 4, 1365, and (2) the full context pf the regulations with such modidca 
tions. As here published, the Treasury Decision reaects the full contest of such regula 
tions, with modifications, The individual instructions have been omitted. 
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On May 4, 1965, notice of proposed rulemaking providing rules 
for the paynient of Federal Insurance Contributions Act taxes in 
foreign currency, amending the rules for payment of income tax in 
foreign currency by extending their applicability to certain recipients 
of grants or compensation under the Mutual Educational and Cultural 
Exchange Act of 1961 [Public Law 87 — 256, C. B. 1961 — 2, 322], as 
amended (22 U. S. C. 2451), and section 104 (h), (j), (k), (o), or (p) of the Agricultural Trade Development and Assistance Act of 1954, 
as amended (7 U. S. C. 1704 (h), (j), (k), (o), (p) ), and making 
certain other changes, was published in the Federal Register (30 F. R. 
6222). After consideration of all such relevant matter as was pre- 
sented, by interested. persons regarding the rules proposed, the fol- 
lowing amendments to the regulations are hereby adopted: 

INCOME TAX REGULATIONS (26 CFR Part I) 
PARAoRAPa 1. Paragraph (a) of $ 1. 6091 — 6 is amended to read as 

follows: 
f 1. 6091 — 8 INcoME TAx RETURNs REqUIRED To BE FILED WITH DIREGT08 oF 

INTERNATIONAL OPERATIONS. 

(a) Income tax returns on which all, or a portion, of the tax is to be paid 
in foreign currency. See $$ 801. 6316 — 1 to 301. 6816 — 6, inclusive, and )I 801. 6316 — 8 
and 9 of this chapter (Regulations on Procedure and Administration). 

EMPLOYMENT TAX REGULATIONS (26 CFR Part 31) 

PAII. 2. Section 81. 6011(a) — 1 is amended by adding a new para- 
graph (e) thereto. This amended provision reads as follows: 

(I 31. 6011(a) — 1 RETURNs UNDER FEDERAL INsURANcE CCNTRIBUTICNs AOT. 

(e) WAGEs PAID IN NCNcoNVERTIBLE FoREIGN CURRENcY. — For provisions re- 
lating to returns died by certain employers who pay wages in nonconvertible 
foreign currency, see $801. 6316 — 7 of this chapter (Regulations on Procedure 
and Administration). 

PAR. 8. Paragraph (b) of $ 81. 6151 — 1 is amended to read as follows; 
I 31. 6131 — 1 TIME FOR PAYING TAX. 

(b) CRoss REFERENOEs. — For provisions relating to the use of Federal Reserve 
banks and authorized commercial banks in depositing the taxes, see )$ 81. 6302 
(c) — 1 and 31. 6302(c) — 2. For rules relating to the payment of taxes in non- 
convertible foreign currency, see f 301. 6816 — 7 of this chapter (Regulations on 
Procedure and Administration). 

PAR. 4. Paragraph (b) of $ 61. 6602(c) — 1 is amended to read as 
follows: 

eI 81. 6802(c) — 1 UBE oF GOVERNMENT DEPosITARIEs IN CGNNEcTICN WITH TAxEs 
UNDER FEDERAL INSURANOE CONTRIBUTICNs AOT AND INOGME TAx WITHHELD. 

(b) ExcEPTICNs, — (1) MONTHLY RETURNs. — The provisions of this section are 
not applicable with respect to taxes for the month in which the employer receives 
notice from the district director that returns are required under 5 31. 6011(a) — 6, 
or for any subsequent month for which such a return is required. 
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(2) WAGE$ PAID IN NCNcoNvERTIBLE FoREIGN OURRENOY. — The provisions of this 
section are not applicable with respect to taxes paid in nonconvertible foreign 
currency pursuant to I 301. 6816 — 7 of this chapter (Regulations on Procedure and 
Administration) . 

REGULATIONS ON PROCEDURE AND ADMINISTRATION (26 CFR Part 301) 

PAII. 5. Section 301. 6311 — 1 is amended by adding a new paragraph 
(c) thereto. This added paragraph reads as follows: 

$ 301. 6811 — 1 PAYMENT BY CEIEcK oR MoNEY ORDER. 

(c) PAYMENT IN NONOGNvERTIBLE FGREIGN CURRENcY. — For rules relating to 
payment of income taxes and taxes under the Federal Insurance Contributions 
Act in nonconvertible foreign currency, see section 6816 and the regulations 
thereumler. 

PAII. 6. Section 801. 6316 — 1 is amended to read as follows: 

$ 801. 6816 — 1 PAYMENT OF INcoME TAX IN FOREIGN CURRENOY. 

Subject to the provisions of $$ 801. 6816 — 8 to 801. 6816 — 5, inclusive, that portion 
of the income tax which is attributable to alnounts received by a citizen of the 
United States in nonconvertible foreign currency may be paid in such currencv— 

(a) I'or any taxable year beginning on or after January 1, 1955, and before 
January 1, 1964, if such amounts— 

(1) Are disbursed from funds made available to a foundation or commission 
established in a foreign country pursuant to an agreement made under the 
authority of section 82(b) of the Surplus Property Act of 1944, as amended 
(50 U. S. C. App. 1641(b) (2) ), or reestablished under the authority of the Mutual 
Educational and Cultural Exchange Act of 1961. as amended (22 U. S. C. 2451); 

(2) Constitute either a grant made for authorized purposes of the agreement 
or compensation for personal services performed in the employ of the foundation 
or commission; 

(8) Are at least 75 percent of the entire amount of the grant or compensation; 
and 

(4) Are treated as income from sources without the United States under the 
provisions of sections 861 to 864, inclusive, and $$ 1. 861 — 1 to 1. 864, inclusive, of 
this chapter (Income Tax Regulations), ' and 

(b) For any taxable year beginning on or after January 1, 1964, if such 
alnounts— 

(1) Are disbursed from funds made available either to a foundation or com- 
mission, established pursuant to an agreement made under the authority of 
section 82 (b) of the Surplus Property Act of 1944, as amended, or to a foundation 
or commission established or continued pursuant to an agreement made under 
the authority of the Mutual Educational and Cultural Exchange Act of 1961, 
as amended; or are paid from grants made to such citizen, or to a foundation 
or an educational or other institution, under the authority of the Mutual Educa- 
tional and Cultural Exchange Act of 1961, as amended, or section 104 (h), (j), 
(k), (o), or (p) of the Agricultural Trade Development and Assistance Act of 
1954, as amended (7 U. S. C. 1704 (h), (j), (k), (o), (p) ); 

(2) Constitute either a grant made for a purpose authorized under any such 
agreement or law, or compensation for personal services performed in the 
employ of any organization engaged in administerin any program or activity 
pursuant to any such agreement or law; 

(8) Are at least 70 percent of the entire amount of the grant or compensation; 
and 

(4) Are treated as income from sources without the United States under the 
provisions of sections 861 to 864, inclusive, and () 1. 861 — 1 to 1. 864, inclusive, of 
this chapter (Income Tax Regulations). 

PAR. 7. Paragraph (a) of $301, 6316-9 is amended to read as 
follows: 

II 301. 6316 — 2 DEFINITIONS. 
For purposes of $$ 301. 6316-1 to 301. 6316-9, inclusive. 
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(a) The term "tax", as used in $N) 801. 6816 — 1, 8, 4, 5, and 6 means the income 
tax imposed for the ta. xable year by chapter 1 of the Internal Revenue Code of 
1954, and as used in $ 801. 6816 — 7 means the Federal Insurance Contributions 
Act taxes imposed by chapter 21 of the Code (or by the corresponding provisions 
of the Internal Revenue Code of 1939). The term "tax", as used in I)$ 801. 6816 — 8 
and — 9 shall relate to either of such taxes, whichever is appropriate. 

PAII. 8. Paragraphs (a) and (b) (1) of $ 601. 6616 — 4 are amended to 
read as follows: 

$ 801. 6816 — 4 RETURN REQUIREMENTs. 
(a) PIAOE Fou FIIING. — A return of income which includes amounts received 

in foreign currency on which the tax is paid in accordance with II 801. 6816 — 1 
shall be filed with the Director of International Operations, Internal Revenue 
Service, Washington, D. C. , 20225. For the time for filing income tax returns, 
see sections 6072 and 6081 and $$ 1. 6072 — 1, 1. 6081 — 1, and 1. 6081 — 2 of this chapter 
(Income Tax Regulations). 

(b) STATEMENTs REQUIRED. — (1) A. Statement, prepared by the taxpayer, and 
certified by the foundation, commission, or other person having control of the 
payments made to the taxpayer in nonconvertible foreign currency, shall be at- 
tached to the return showing that for the taxable year involved the taxpayer is 
entitled to pay tax in foreign currency in accordance with section 6816 and the 
regulations thereunder. This statement shall disclose the total amount of grants 
or compensation received by the taxpayer during the taxable year under the 
authority of section 82(b) of the Surplus Property Act of 1944, as amended (50 
U. S. C. App. 1641(b) (2) ), or of the Mutual Educational and Cultural Exchange 
Act of 1961, as amended (22 U. S. C. 2451), or section 104 (h), (j), (k), (o), or 
(, p) of the Agricultural Trade Development and Assistance Act of 1954, as 
amended (7 U. S. C. 1704 (h), (j), (k), (o), (p) ), and the amount thereof paid 
in nonconvertible foreign currency. It shall also state that with respect to the 
grant or compensation the applicable percentage requirement of f 801. 6816 — 1 is 
satisfied. 

PAR. 9. Paragraphs (a), (c), and (d) (1) of $ 301. 6616 — 5 are 
amended to read as follows: 

5 801, 6816 — 5 MANNER oF PAYING TAX BY FCREIGN CURRENcY. 
(a) TIME AND PLAcE To PAY. — The unpaid tax required to be shown on a re- 

turn filed in accordance with $ 801. 6816 — 4, whether payable in whole or in part 
in foreign currency, is due and payable to the Director of International Opera- 
tions, Internal Revenue Service, Washington, D. C. , 20225, at the time the return 
is filed. However, see paragraph (d) of this section with respect to the de- 
positing of the foreign currency with the disbursing oiflcer of the Department of 
State. 

(c) DETERMINATIoN oF THE TAx. — In determining the tax payable for the tax- 
able year in United States dollars, the taxpayer, with respect to amouuts de- 
scribed in paragraph (a) of $ 801. 6816 — 1, or an&ounts described in paragraph (b) 
of $ 801. 6816 — 1 received before November 1, 1965, shall use the rates of ex- 
change which most clearly reflect: the correct tax liability in dollars, whether 
it be the oflicial rate, the open marl-et rate, or any other appropriate rate. With 
respect to amounts described in paragraph (b) of $ 801. 6816 — 1 received on or 
after November 1, 1965, the taxpayer shall use the oiflcial rate of exchange in 
determining the tax payable for the taxable year in United States dollars. 
After determining the correct tax liability in United States dollars the taxpayer 
shall then ascertain, in accordance with the principles of $ 801. 6816 — 8, the portion 
of the tax which is attributable to amounts received in nonconvertible foreigu 
currency. 

(d) DEPosIT CF FCREIGN CURRENcY WITH DISBURsING OFFIcER. — (1) After 
the portion of the tax which is attributable to amounts received in nonconvert- 
ible, foreign currency is determined in United States dollars, the an&Cunt so 
determined shall be deposited in the same nonconvertible foreign currency Ivith 
the disbursing officer of the Department of State for the foreign country Ivhere 
the fund is located from which the payments in nonconvertible foreig'n currency 
are n&ade to the taxpayer. The amount of foreign currency tp be deposited shall 
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be that amount which, when converted at the rate of exchange used on the date 
of deposit by that disbursing officer f' or the acquisition of such currency for his 
official disbursements, equals the portion of the tax so determined in United 
States dollars. 

!It 

pAR. 10. Paiagraphs (a) and (c) (2) of ( 801. 6816 — 6 are amended 
to read as follows: 

$ 801. 6816 — 6 DEGLARATIGNs oF EsTIMATKD TAx. 
(a) FILING CF DEGI. ARATION, — A declaration of estimated tax in respect of 

amounts on which the iax is to be paid in foreign currency under the provisions 
of $301. 6816 — 1 shall be filed with the Director of International Operations, 
Internal Revenue Service, Washington, D. C. , 20225, and shall have attached 
thereto the statements required by paragraph (b) (1) and (2) (i) of $ 801. 6816-4 
in respect of the tax return except that the statement certified by the foundation, 
commission, or other person having control of the payments to the taxpayer in 
nonconvertible foreign currency may be based upon amounts expected to be 
received by the taxpayer during the taxable year if they are not in fact known 
at the time of certiiication. A copy of this certified statement shall be retained 
by the taxpayer for the purpose of exhibiting it to the disbursing oflicer when 
making instanment deposits of foreign currency under the provisions of para- 
graph (c) of this section. For the time for filing declarations of estimated tax, 
see sections 6078 and 6081 and $$ 1. 6078 — 1 to 1. 6073 — 4, inclusive, and $$ 1. 6081-1 
and 1. 6081 — 2 of this chapter (Income Tax Regulations). 

(c) PAYMENT CF EsTIMATED TAx. —" 
(2) Every taxpayer making a deposit of foreign currency in accordance with 

this paragraph shall tender to the Director of International Operations, Internal 
Revenue Service, Washington, D. C. , 20225, the original of the receipt from the 
disbursing officer as payment, to the extent of the amount represented thereby 
in United States dollars, of the estimated tax. For the dates prescribed for the 
payment of estimated tax, see sections 6158 and 6161 and $$ 1. 6158 — 1 to 1. 6158-4, 
inclusive, and $ 1. 6161 — 1 of this chapter (Income Tax Regulations). A, tax- 
payer should make the deposit required bv this paragraph in ample time to 
permit him to tender such receipt by the date prescrilied for payment of the 
estimated tax. 

PAR. 11. Sections 801. 6816 — 7 and 801. 6816 — 8 are deleted. There are 
added immediately after section 801. 6816 — 6 the following new sections: 

$ 301. 6316 — 7 PAYMENT OF FEDERAL INSURANCE CONTRIBUTIONS ACT TAXES IN 
FOREIGN CURRENCY. 

(a) IN GENERAL. — The taxes imposed on employees and employers by sections 
3101 and 3111, respectively, of chapter 21 of the Code (Federal Insurance Con- 
tributions Act) or the corresponding sections of the Internal Revenue Code of 
1939 may, with respect to wages (as defined in section 8121(a) of chapter 21 of 
the Code or the corresponding section of the Internal Revenue Code of 1939) 
paid in nonconvertible foreign currency (as defined in paragraph (b), of 

f 301. 6816 — 2) for services performed on or after January 1, 1951, be paid in that 
currency if all such wages— 

(1) Are paid from funds made available to a foundation or commission estab- 
lished in a foreign country pursuant to an agreement made under the authoriiy 
of section 32(b) of the Surplus Property Act of 1944, as amended (50 U. S& 
App. 1641 (b) (2) ), or established or continued pursuant to an agreement made 
under authority of the Mutual Educational and Cultural Exchange Act of 1961: 
as amended (22 U. S. C. 2451); and 

(2) Are paid to n United States citizen for services performed in the employ of 
such foundation or commission. 

(b) RETURN RKQUIRKMENTs. — (1) STATEMENTs REQUIRED. — (i) A return on 
which payinent of Federal Insurance Contributions Act taxes is made in accord- 
ance with this section shall have attached thereto a statement, ceitiiied by the 
foundation or commission filing the return, stating that the foundation or com- 
mission is an organization established pursuant to an agreement made under 
authority of section 82(b) of the Surplus Property Act of 1944, as amended, or 
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established or continued pursuant to an agreement made under authority of the 
Mutual Educational and Cultural Exchange Act of 1961, as amended. 

(ii) The taxpayer shall also attach to the return a statement showing the rates 
of exchange used in determining in I nited States clollars the wages reported on 
the return and the taxes due ivith respect thereto. See paragraph (c) (1) of this 
section. 

(2) CRoss REFERENOEs. — For the place for filing returns of the Federal Insur- 
aiice Contributions Act taxes, see $ 31. 6091 — 1(c) of this chapter (Employment 
Tax Regulations). For the time for filing returns of the Federal Insurance 
Contributions Act taxes, see $ 31. 6071(a) — 1 of this chapter (Employment Tax 
Regulations). 

(c) PAYMENT oF TAX. — (1) DETERMINATION oF TIIE TAx. — Iu determining in 
Unitecl States dollars the wages required to be reported on the return and the 
taxes due with respect thereto, the taxpayer shall use the rate of exchange which 
most clearly reflects the correct equivalent in dollars, whether it be the official 
rate, the open market rate, or any other appropriate rate. 

(2) DEPosIT oF FOREIGN OURRENOY wITH DIsBURsING oFFIGER. — (i) After deter- 
mination is made in United States dollars of the Federal Insurance Contributions 
Act taxes ivith respect to wages paid in nonconvertible foreign currency, the 
amount so determined shall be deposited in the same nonconvertible foreign 
currency with i: he disbursing officer of the Departinent of State for the foreign 
country where the fund is located from which such wages ivere paid. The amount 
of the foreign currency to be deposited shall be tliat amount which, when con- 
vertecl at the rate of exchange used on the date of deposit by the disbursing 
ofKicer for the acquisition of such currency for his official disbursements, equals 
the taxes determined in United States dollars. 

(ii) The disbursing officer may rely upon the taxpayer for the determination 
of the aniount of tax payable iu foreign currency but may not accept any such 
currency for deposit until the taxpayer has presented for inspection the certified 
statement referred to in paragraph (b) (1) of this section. Upon acceptance of 
foreign currency for deposit the disbursing officer shall give the taxpayer a receipt 
in duplicate showing the name and address of the depositor, the date of the 
deposit, the amount of foreign currency deposited and its equivalent in United 
States dollars on the date of deposit, and the kind of tax for which the deposit is 
made. 

(iii) Every taxpayer making a deposit of foreign currency in accordance 
with this paragraph shall attach to the return required to be filed in accordance 
with paragraph (b) of this section the original of the receipt given by the dis- 
bursing officer. Tender of sucli receipt to the Director of International Operations 
shall be considered as paynient of tax in an ainount equal to the United States 
dollars represented by the receipt. 

(iv) A. taxpayer shall make the deposit required by this paragraph in ample 
time to permit it to attach the receipt to its return for filing within the time 
prescribed by $ 31. 6071(a) — 1 of this chapter (Employment Tax Regulations). 

$ 301. 6316 — 8 REFUNDs AND CREDITS IN FOREIGN CURRENOY. 
(a) RrrUNDs. — The refund of any overpayment of tax which has been paid 

under section 6316 in foreign currency may, in the discretion of the Commissioner, 
be made in the same foreign currency bv which the tax was paid. The amount 
of anv such refuiid made in foreign currency shall be the amount of the over- 
pavment in United States dollars converted, on the date of the refund check, 
at the rate of exchange then used for his official disbursements by the disbursing 
offlcer of the Department of State in the country where the foreign currency 
was originally deposited. 

(b) CREDITs. — Unless otherwise in the best interest of the Internal Revenue 
Service, no credit of any overpayment of tax which has been paid under section 
6316 in foreign currency shall be allowed against any outstanding liability of the 
person making the overpayment except in respect of that portion of the liability 
which, in accordance with $ 301. 6316 — 1 or $ 301. 6316 — 7, would otherwise be per- 
mitted to be paid in the same foreign currency. 

$ 301. 6316 — 9 INTEREBT, ADDITIoNs To TAx, ETc. 
Any reference in $$ 301. 6316 — 1 to 301. 6316 — 8, inclusive, to "tax" shall be 

deemed also to refer to the interest, additions to the tax, additional amounts, 
and penalties attributable to the tax. 
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(This Treasury Decision is issued under the authority contained in 
'section 7805 of the Internal Revenue Code of 1954 (68 Stat. 917; 26 
U. S. C 7805). ) 

SHELDON S. CoHEN, 
Commt'ssioner of InternalReoenue. 

Approved December 80, 1965. 
STANLEY S. SURREYs 

Assistant8ecretary of the Treasury. 
(Filed by the Division of the Federal Register on Jan. 5, 1966, 8:50 a. m. , and 

published in the issue of the Federal Register for Jan, 6, 1966, 31 F. R. 148) 

SUBCHAPTER C. — LIEN FOR TAXES 

SECTION 6MB. — V A L I D I T Y AGAINST MORTGAGEES, 
PLEDGEES, PURCHASERS, AND JUDGMENT C R E D I 
TORS 

26 CFR 301. 6323 — 1: Validity of lien against 
mortgagees, pledgees, purchasers, and judg- 
ment creditors. 

Ct. D. 1905 

INCOME TAX — INTERNAL REVENUE CODE OF 1954 — DECISION OF SUPREME 
COURT OF THE UNITED STATES 

1. UNREcoRDED TAX LIEN — VALIDITY AGAINST TRUSTEE IN 
BANKRUPTCY. 

A trustee in bankruptcy has the rights of a statutory "judgment 
creditor", and as such prevails over an unrecorded Federal tax lien 
under section 6323 of the Internal Revenue Code of 1954. 
2. JUDGMENT AFI'IRMED. 

Judgment of the llrfited States Court of Appeals for the Sixth 
Circuit, 335 Fed. (2d) 311, affirmed. 

SUPREME CQURT oF THE UNITED STATEs 

No. 17. — OGTORER Tra(M, 1965 

United Btates, petitioner. v. Speers, Trustee in Bankruptcy 

[382 U. S. 266] 
On writ of certiorari to the United States Court of Appeals for the Sixth Circuit 

[December 13, 1965] 

OPINION 

MR, JUsrIOE FORTAs delivered the opinion of the Court. 
This case presents the question whether a federal tax lien, unrecorded as of the 

time of bankruptcy, is valid as against the trustee in bankruptcv. 
On June 3, 1960„a District Director of Internal Revenue assessed more than 

$14, 000 in withholding taxes and interest against the Kurtz Roofing Company 
Demand for paynient was made, and the taxpayer refused to pay. This gave rise 
to a federal tax lien. ' Notice of the lien was not filed either in the Office of the 

'26 IJ. S. C. $6321 (1964 cd. ) provides: "It any person liable to pay any tax neglects 
or refuscv to pay the same after demand, the amount (including any interest; additional amount, addition (o tax, or assessable penalty, together with any costs that may accrue in addition thereto) shall be a lien in favor of the United States upon an property and rights to property, whether real or personal, belonging to such person. " 

26 U. S. C. I 6322 (1964 ed. ) provides: "Unless another date is spec)sonny axed by ]aw the lien imposed by section 6321 shan arise at the time the assessment is made and sha)) continue until the liability for thc amount so assessed is satisRcd or becomes uncnforccabis by reason of lapse of time. " 
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Recorder of Erie County, Ohio, where Ifurtz had its principal place of business, or 
in the United States District Court, at least not before February of 1961. ' On 
June 20, 1960, Kurtz filed a petition in bankruptcy. In the ensuing proceedings 
the trustee took the position that the federal tax lien was invalid as to him. He 
relied upon ]) 70c of the Bankruptcy Act, 11 U. S. C. (j 110(c) (1964 ed. ), which, 
he asserted, vested in hiin the rights of a "judgment creditor, " and upon 26 U. S. C. 
(j 6823 (1964 ed. ), which entitles a "judgment creditor" to prevail over an unre- 
corded federal tax lien. Section 70c provides in part: 

"The trustee, as to all property, whether or not coming into possession or 
control of the court, upon which a creditor of the bankrupt could have 
obtained a lien by legal or equitable proceedings at the date of bankruptcy, 
shall be deemed vested as of such date with all the rights, remedies, and 
powers of a creditor then holding a lien thereon by such proceedings, 
whether or not such a creditor actually exists. " 

Section 6323 provides in part: 
"[T]he lien imposed by section 6821 shall not be valid as against any 

mortgagee, pledgee, purchaser, or judgment creditor until notice thereof has 
been filed by the Secretary or his delegate. . . . " 

The trustee's position, in short, was that his statutory lien attached to all 
property of the bankrupt as of the date of filing of the petition; that he was a 
statutorv "judgment creditor"; and that, under $ 6323, the unrecorded tax lien 
of the United States was not valid against him. This position, if sustained, would 
reduce the Government's claim for unpaid taxes to the status of an unsecured 
claim, sharing fourth-class priority with unsecured state and local tax claims 
under $ 64a(4) of the Bankruptcy Act, 11 U. S. C. s 104(a) (4) (1964 ed. ), and 
ranking behind administrative expenses, certain ivage claims, and specified 
creditors' expenses. ' The result in the present ease is that instead of recoveifing 
the full amount owing to it, the United States would receive only 58. 48%. 

The trustee's position was affirmed by the referee, the District Court, and the 
the Court of Appeals for the Sixth Circuit. 885 F. 2d 811. Certiorari was 
granted, 879 U. S. 958, to resolve the conceded conliict between decisions of 
Courts of Appeals for the Second, Third, and Ninth Circuits* and the decision 
below. We affirm. 

Despite the language of the applicable statutory provisions, (j 70c and (j 6828, 
most of the Courts of Appeals passing on the question have sustained the validity 
of an unrecorded federal tux lien as against the trustee in bankruptcy. They 
have arrived at this result on the authority of a statement in IIeited, States v. 
Gilbert Associates, Inc. , 845 U. S. 861, 864 [Ct. D. 1757, C. B. 1953 — 1, 474, 476], that 
the phrase "judgment creditor" in (j 8672, the predecessor of (j 6323, was used by 
Congress "in the usual, conventional sense of a judgment of a court of 
record. . . . " 

It is clear, however, that this characterization was not intended to exclude 
a trustee in bankruptcy f'rom the scope of the phrase "judgment creditor. " The 
issue before the Court in Gilbert was quite diferent. 

Gilbert involved neither a bankruptcy proceeding nor the rights of a trustee 
in bankruptcy. Gilbert arose out of a state insolvency proceeding. The issue 
was whether an unrecorded federal tax lien was valid as against a municipal 
tax assessment which had neither been reduced to judgment nor accorded 
"judgment creditor" status by any statute. The asserted superior position 
of the local tax claim was based upon the fact that the New Hampshire court, in 

' In its brief in the Court of Appeals the Government for the first time stated that notice 
of the lien was in fact filed with the Recorder on February 9, 1961. The statement in the 
Referee's certificate that notice of the lien was never filed was not controverted in the 
District Court and, as respondent contends, there is no proof of the February filing ia 
the record. 

s See )I 64a (1) — (8), 11 U. S. C. $$ 104(a) (1) — (8) (1964 ed. ). Secured creditors. in- 
cluding those whose security was obtained subsequent to creation of the Government's lien, 
would have recourse to their security before any of the Bankruptcy Act priorities come 
into play, Coggin v, California Labor Din. , 886 U, S. 118; City of Richmond, v, Bird, 249 
U. S. 174. Administrative expenses and wage claims precede all other statutory liens on 
personal property not accompanied by possession if not enforced by sale prior to bank- 
ruptcy. I 67c, 11 U. S. C. $ 107(c) (1964 ed. ); Coggin, supra, 126 — 180. ' See Brust v, Stur&, 287 Y. 2d 185 (C. A. 2d Cir. ): In re Fidelity Tube Corp. , 278 F. 2d 
776 (C. A. 8d Cir. ) (Kalodner and Hastie, JJ. , dissenting), cert. denied sub nom. Borough. 
of East Netoartt v. United, States, 864 U. S. 828; Simonson v. Granquist, 287 F. 2d 489 
(C. A. 9th Cir. ) (Hamley, J. , expressing contrary views), rev'd on other rounds, 869 
V. S. 88 [Ct. D. 1867, C. B. 1962 — 1, 802]. See also United States v. England, 226 F. 2d 
205 (C. A. . 9th Cir. ) (Ct. D. 1790, C. B. 1956-1, 696]; In re Taylorcraft At intton Corp. , 
168 F. 2d 808 810 (C. A. . 6th Cir. ) (dictum). 
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the Gilbert insolvency proceeding, had, for the first time, conveniently charac- 

terized the local tax claim as "in the nature of a judgment, " relying upon the 

procedures used by the taxing authorities. ' Been. use the effect of federal tax 
liens should not be determined by the diverse rules of the various States, the 

Court held that the municipality was not a judgment creditor" for purposes of 
the federal statute. The Court said; 

"A cardinal principal of Congress in its tax scheme is uniformity, as far 
as may be. Therefore, a 'judgment creditor' should have the same applica 
tion in all the states. In this instance, we think Congress used the words 
'judgment creditor' in $ 8672 in the usual, conventional sense of a judg- 
ment of a court of record, since all states have such courts. We do uot 
think Congress had in mind the action of taxing authorities who may be 
acting judicially as in New Hampshire and some other states, where the 
end result is something 'in the nature of a judgment, ' while in other states 
the taxing authorities act quasi-judicially and are considered administrative 
bodies. " (Footnotes omitted. ) 845 I;. S. , at 364 [C. B. 1958 — 1, 476]. ' 

In view of the nature of the claim for which superiority was asserted and 
because its dominant theme was the need for uniformitv in construing the 
meaning of $ 8672, Gilbert cannot be considered as governing the entirely different 
situation with respect to the rights conferred by Congress upon a trustee in 
bankruptcy. In the latter circumstance we are confronted with a specific con- 
gressional Act defining the status of the trustee. We have no problem of 
evaluating widely differing state laws. We have no possibility of unequal appli- 
cation of the federal tax laws, depending upon variances in the terms and 
phraseology of different state and local tax assessment statutes and judicial 
rulings thereon. EIcre we are faced with a uniform federal scheme — the rights 
of the trustee in bankruptcy in light of an unequivocal statement by Congress 
that he shall have "all" the rights of a judicial lien creditor with respect to the 
bankrupt's property. 

The legislative history lends support to the conclusion drawn from the stat- 
utory language that the purpose of Congress was to invalidate an unrecorded 
federal tax lien as against the trustee in bankruptcy. It was in 1910 that 
Congress enacted 3) 70c. vesting the trustee "with all the rights, remedies, and 
powers of a judgment creditor. "' Three years later, in 1918, Congress enacted 
the predecessor of t[6323, providing that an unrecorded federal tax lien was 
invalid as against a "judgment creditor. " ' These two statutes, with their 
corresponding references to "judgment creditor, " co-existed for nearly 40 years. 
During that period, and prior to our decision in Gilbert in 1953, the only Court 
of Appeals squarely to pass upon the question decided that the trustee was a 
"judgment creditor" for purposes of avoiding an unrecorded federal tax lien. 
United States v. Sands, 174 F. 2d 884, 385 (C. A. 2d Cir. ), rejecting contrary 
dictum in In re Taytotci. aft Auiation Corp. , 168 F. 2d 808, 810 (C. A. 6th Cir. ). 

In amending the Bankruptcy Act in 1950, Congress deleted from I) 70c the 
phrase "judgment creditor, " providing instead that whether or not the bank- 
rupt's property was in possession or control of the court, the trustee was to have 
"all the rights, remedies, and powers" of a creditor holding a judicial lien, ' 

'345 U. S. , at 363 [C. B. 1953 — 1, 475), quoting from Petition of Gilbert Associatee, 
Iuc. , 97 N. H. 411, 414, 90 A. 2d 499, 502. 

s The Government's brief also emphasized this concern for uniformity in administration 
of the federal tax laws. See brief for petitioner in Gilbert, No. 440, 1952 Term, pp. 22 — 24, 
where the Government argued: "Congress did not intend to subordinate federal tax liens 
to local tax liens merely becaiise by state statute or state court decisions the local tax 
assessments are for local purposes denominated 'judgments'. . . . Moreover, in holding 
that under our 'decisions' and in 'this jurisdictiou' the Town's tax assessments are 
'judgments, ' the court below failed to give sutucieut heed to the repeated declarations of 
this Court that the federal revenue laws should be interpreted 'so as to give a uniform 
application to a nationwide scheme of taxation, ' and hence their provisions are not to be 
deemed subject to state law unless the language of the section involved, expressly or by 
necessary implication, so requires. " 

7 The Act of June 25. 1910. c. 412, 36 Stat. 838, 840, I 8, provided in part: "such 
trustees, as to all property in the custody or coming into the custody of the bankruptcy 
court, shall be deemed vested with all the rights, remedies, and powers of a creditor holding 
a lien by legal or equitable proceedings thereon; and also, as to all property not iu the 
custody of the bankruptcy court, shall be deemed vested with all the rights, remedies, and 
powers of a judgment creditor holding an execution duly returned unsatisfied" 

s Act of March 4, 1913, c. 166, 37 Stat. 1016. 
of March 18, 1950, c. 70, 64 Stat. 24, 26, now 11 U. S. C. f 70c. Prior to the 

amendment, I 70c characterized the trustee as a lien holder as to property in the court's 
possession or control and as a "judgment creditor" as to property not so reduced fo pos- 
session. See n. 7, supra, Lewis v. jfanufacturers National Bank, 364 U, S 603 605 606 
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Elsewhere in the same legislation it was recognized that the category of those 
holding judicial liens includes judgment creditors, " and a judicial lien bolder 
generally has "greater rights than a judgment creditor. "" It is clear, there- 
fore, that, svith respect to the present problem, it was not the purpose of the 
1950 amendments to reduce the posvers of the trustee. As the House report 
accompanying the legislation noted, the revision of () 70c "bas been placed in the 
bill for the protection of trustees in bankruptcy. . . also to simplify, and to 
some extent expaud, the general expression of the rights of trustees in bank- 
ruptcy. " " 

In 1954 Congress dealt explicitly with the question whether the trustee ought 
to prevail against unrecorded federal tax liens. An unsuccessful effort was 
made, reflected in the House version of the proposed (j 6323, expressly to exclude 
"artificial" judgment creditors like tbe trustee in bankruptcy. " At conference, 
the House conferees acceded to the viesvs of the Senate, svhich deemed it "advis- 
able to rely upon judicial interpretation of existing lavv instead of attempting to 
prescribe specific statutory rules. "" The Government suggests that the "exist- 
ing law" sought to be preserved was this Court's decision in Gilbert. But as of 
the date of the 1964 amendments, Gilbert bad not yet been applied by any court 
to displace the rights of tbe trustee in bankruptcy as against an unrecorded 
federal tax lien. So far as that issue is concerned, it is more likely that reference 
to "existing law" was to the specific and then unchallenged rule announced by 
the Second Circuit in United States v. Sands, supr(t, and by other courts in other 
eases holding the trustee to have the rights of a judgment creditor. " As we have 
already noted, Gilbert is not inconsistent with the rule announced in Sands. 

In recent years, and since the view began to spread that Gilbert compelled 
exclusion of the trustee from tbe benefits of ) 6323, legislation has been introduced 
expressly to reiterate the trustee's power to upset unrecorded federal tax liens. " 
Such legislation svas proposed not to alter the statutory scheme, but to remove 
what was thought to be an erroneous gloss placed upon it by the courts. Thus, 
both Senate and House committee reports accompanying a recent bill, H. R. 394, 
88th Cong. , reiiect the belief that those decisions upon which the Government now 
relies "would appear to be contrary to the legislative purpose which gave the 
trustee all the rights of an ideal judicial lien creditor. " " 

In light of these legislative materials — the adoption of i, he phrase "judgment 
creditor" in both statutes, the legislative broadening of $ 70c in 1950, and the 
expressions of congressional discontent with recent decisions excluding the 
trustee from (j 6323 — vve are persuaded that, read together, $ 6323 and (j 70c 
entitle the trustee to prevail over unrecorded federal tax liens. 

The Government seeks to ward ojf this result with the argument that so to 
read the statutes is to confer upon certain classes of creditors "windfalls" un- 
warranted by the equities nf their situation. The question may, however, be 
stated less invidiously than the argument indicates: it is whether the Govern- 

so Act of March 18, 1950, c. 60, 64 Stat. 24, 25, now 11 U. S. C. l 96(a) (4). See 4 
Collie'r, Bankruptcy, Ii 70. 49, u. 8, at 1415 (1962 ed. ). » See, e. g. , H. R. Rep. No. 745 86th Cong. , 1st Sess. , to accompany H. R. 7242, p. 10: 
"As a matter of general law the holder of a lien by legal proceedings has greater rights 
than a judgment creditor. . . . It would seem anomalous to allow judgment creditors 
to prevail over secret tax liens aud to deny that right to a judicial lieu holder. " 

» H. R. Rep. No. 1298, 81st Cong. , 1st Sess. , to accompany S. 88, p. 7. That this waa 
the tenor of the ameudmeut is generally conceded. See, e. g. , In re Fidelit)I Tube Corp. , 278 
F. 2d, at 781, 786-787 (both majority aud dissenting opinions); 4 Collier, op. cit. supra, 
at 1415; Seiigsou, Creditors' Rights, 32 N. Y. U. L. Rev. 708, 710 (1957). 

's The proposed legislation was to make clear that "such protection is uot extended to 
a judgment creditor who does uot have a valid judgment obtained in a court of record aud 
of competent jurisdiction" aud that "particular persons shall uot be treated as judgment 
creditors because State or Federal law artificially provides or concedes such persons 
rights or privileges of judgment creditors, or even designates them as such, when they 
hare uot actually obtained a judgment in the conventional sense" H. R. Rep. No. 1837, 
83d Cong. , 2d Sess. , to accompanv H. R. 8300, p. A407. See Treas. Reg. I 301. 6323 — 1, 
incorporating the material rejected by the Eighty-third Congress. "S. Rep. No. 1622, 83d Cong. , 2d Sess. , to accompany H. R. 8300, p. 575; H. Conf. Rep. 
No. 2543, 83d Cong. , 2d Sess. , to accompany H. K. 8300, p. 78. » E. G. , Sarnpsett v. Straub, 194 F. 2d 288, 231 (C. S. 3d Cir. ), cert. denied, 343 V. S. 
927; ft(clay v. Trusco Finance Co. , 198 F. 2d 431, 433 (C. A. 5th Cir. ); In re Lustron Corp. , 
184 F. 2d 789 (C. A. . 7th Cir. ), cert. denied sub norn. Lafayette Steel Co. v. Lustron Corp. , 
340 U. S. 946. 

'sOu two occasions the proposed legislation was approved by the appropriate House 
aud Senate committees, and one bill received the assent of both Houses. See H. R. 7242, 
86th Cong. , 1st Sess. , 5 6, vetoed by President on September 8, 1960, 106 Cong. Rec. 
19168; H. R. 394, 88th Cong. , 2d Sess. , I 6; H. R. 136, 89th Cong. , 1st Sess. , I 6. 

ss H. R. Rep. No. 454, 88th Cong. , 1st Sess. , p. 10; S. Rep. No. 1133, 88th Cong. , 2d Sess. , 
p. 11. 



() 6323. ] 

ment, unlike other credit, ors, and contrary to the general policv against secret 
lie~s, should be given advantage of a lien which it has not recorded as of the 
date of bankruptcy. » It is true that the consequences of depriving the United 
States of its secret lien is to improve the relative position of creditors — if there 
are any not already protected by (j 0823 — whose security was obtained subsequent 
to the Government's lien and who, once the federal lien is invalidated, have a 
prior claim to the secured assets. And our decision will enhance the possibility 
that there will be something in the bankrupt's estate for those claimants whose 
priorities are higher than that afforded unsecured tax claims, " as well as for 
state and local tax claims which share with the Federal Government the priority 
in () 64a(4), 11 U. S. C. &j 104(a) (4). Whether this result is inadvisable need 
not detain us, for the question is one of policy which in our view has been 
decided by Congress in favor of the trustee. In any event, it is possible for the 
Governnient in cases which it deems appropriate, to avoid a result which it re- 
gards with unhaypiness by promptly filing notice of its lien. Should experience 
indicate that inclusion of the trustee within (j 6323 is inadvisable, the fact will 
not be lost upon Congress. 

The Government advances one last and quite novel argument predicated 
upon c) 67b of the Bankruptcy Act, 11 U. S. C. &j 107b (1964 ed. ) which provides; 

"The provisions of section 60 of the Act to the contrary notwithstanding, 
statutory liens [including those] for taxes and debts owing to the United 
States or to any State or any subdivision thereof. . . may be valid against 
the trustee, even though arising or perfected while the debtor is insolvent 
and within four prior months prior to the filing of the petition. . . , 
Where by such laws such liens are required to be perfected and arise but are 
not perfected before bankruytcy, they may nevertheless be valid, if perfected 
within the time permitted by aud in accordance with the requirements of 
such laws. . . , 

" 
The contention is that the lower court's reading of (j 70c and (j 6323 cannot be 
correct, for it precludes the possibility which appears to be contemplated by 
(j 07b — that a federal tax lien not perfected until after bankruptcy may neverthe- 
less be "valid against the trustee. " We find no such inconsistencv. The pur- 
pose of () 07b, insofar as tax claims are concerned, is to protect them from (j 60, 
11 U. S. C. $ 96 (1904 ed. ), which permits the trustee to avoid transfers made 
within four months of bankruptcy. Thus (j 67b permits an otherwise inchoate 

» In enacting the predecessor of $ 6323 in 1913, Congress seems generally to have 
answered this question iu the negative — and against secret liens. See H. R. Rep. No. 
1018, 62d Cong. , 2d Sess. , pp. 1 — 2. » See &j) 64u(1) — (3), 11 U. S. C, &)$ 104(a) (1)-(3), giving priority to claims for ad- 
ministrative expenses, wages, and certain creditors' expenses. The claims of general 
creditors are, of course, in no way affected by our decision. And in some circumstances 
administrative expense and wage claimants would in any ease prevail over the Govern- 
ment's lien. See n. 3. supra. 

s«We note that failure of the Government to record its lien may work a hardship upon 
persons subsequently extending credit in ignorance of the unrecorded lien, and that 
nondisclosure may induce others to incur administrative or other expenses which they 
would not incur if there were no hope of repayment. Moreover, state and local govern- 
ments might reduce their claims to judgment if they knew of the existence of a federal 
lien. See Memorandum of Chairman, Drafting Committee of National Bankruptcy Con- 
ference, contained in S. Rep. No. 1133, 88th Cong. , 2d Sess. , to accompany H. R. 394, 
pp. 24 — 25. 

s& In its letter to Senator Eastland opposing H. R. 394. dated September 8, 1961, the 
Treasury asserted that "The Service has. us a matter of administrs. tive practice, exercised 
forebearance as a creditor in eases when there exists u reasonable possibility that the busi- 
ness can regain financial stability. Enactment of the proposed amendments. . . could 
very well force the service to change this practice, which it is believed has been proved by 
experience to be highly desirable. " S. Rep. No. 1138, 88th Cong. , 2d Sess. , p. 18. This 
same argument wus made to an earlier Congress and rejected. See letter from Treasury, 
dated Aug. 9, 1960, in opposition to H. R. 7242, contained in S. Rep. No. 1871, 86th Cong. , 
2d Sess. , p. 36. "In the Court of Appeals the Government advanced, as an alternative basis for dis- 

position of the case, the contention that pursuant to I 67b the alleged filing of notice in 

February of 1961 retroactively validated th& lien as against the trustee. The court 
declined to reach the merits of this claim, noting that it had not been presented either to 

the referee or to the District Court snd that there was no proof of record with respect to 

tbe allege&1 February filing. 335 F. 2d, at 314. 
The 1 67b argument raised in this Court digers from that rejected below, for that 

subsection is now cited to us as an aid in construing the relationship between I 70c 

and &) 6323. Insofar as it is relevant to the particular problem of statutory construction 
presented by this case, we regur&1 the I 67b argument as proPerly before us, for "where 
the mind labours to discover the design of the legislature, it seizes every thing from which 

aid can be derived. " Un&(ed States v. Fis(&er, 2 Crunch 358, 386 (Marshall, C, y, ). See 

also United States v, Ifutc)teson, 312 U&S. 219; Estate of Sanford V. Con&raiss(oner, 308 

U. S. 39, 42 — 44; United States v. Aluminum Co. of America, 148 F 2d 416, 429 (C, A, 

2d Cir. ) (L. Hand, 3, ). 
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federal tax claim to be "perfected" by assessment and demand within the four 
months prior to bankruptcy or afterwards. " It does not nullify or purport to 
nullify the consequences which flow from the Government's failure to file its 
perfected lien prior to the date when the trustee's rights as a statutory judgment 
creditor attach — namely, on filing of the petition in bankruptcy. " There is no 
indication in the language of $ 67b, in the legislative history or in decisions of any 
court, that the subsection was intended to affect the construction or application of 
$6323. In any event, we should hesitate to read $ 67b as relevant to the relation- 
ship between I 70c and I 6323, for Congress in the very legislation proposed to 
clarify the trustee's rights under $ 6323 did consider $ 67b, aud. evidenced no 
awareness of interrelationship or of inconsistency. ~ 

Alarmed. 

Rev. Rul. 66 — 68 ' 

In view of the legislative history behind the adoption of the Revised 
Uniform Federal Tax Lien Registration Act in effect in Massachu- 
setts, the Internal Revenue Service will consider the validity of the 
provisions of the law relating to real property separately from those 
relating to personal property. 

Accordingly, since the Service has no objections to the provisions of 
Massachusetts law which require that liens against real property be 
filed with the register of deeds of the county mhere the real property 
is situated, notice of Federal tax lien against real property in. the State 
of Massachusetts mill no longer be filed with the clerk of the United 
States district court, and persons who have occasion to search for such 
notices mill only have to search the office of the register of deeds where 
the real property is situated. 

However, notice of Federal tax lien against, personal property v;ill 
continue to be filed with the clerk of the United States district court 
for the judicial district in which the taxpayer is domiciled. In addi- 
tion, solely for the convenience of persons who have occasion to search, 
the Service mill file a notice of such lien against personal property in 
the o%ce of the clerk of the city or town in v hich the taxpayer is 
domiciled. 

Revenue Ruling 64 — 1YO, C. B. 1964 — 1 (Part I), 4W, and Revenue 
Ruling 64 — 252, C. B. 1064 — 2, 4N, which provide that the notices of 
Federal tax lien with respect to real property will be filed with the 
clerk of the United States district court in the judicial district in which 
the property is physically located, are modified insofar as they relate to 
real property in the State of Massachusetts. 

SUBCHAPTER D. — SEIZURE OF PROPERTY FOR COLLECTION 
OF TAXES 

SECTION 6884. — PROPERTY EXEMPT FROM LEVY 

26 CFR 801. 6684: Statutory provisions; prop- 
erty exempt from levy. 

ss See Simonson v. Oranqaist, 869 U. S. 88, 41 [Ct. D. 1867, C. B. 1962 — 1, 802, 808]; 4 
Collier, op. cit. sapra, $ 67. 20, at 188; cf. Betots v. Manufacturers National Bank, 864 
II. S. , a't 6O9. 

n 4 Collier, op. cit. supra, $ 67. 26, at 288 — 286, and 7 70. 48, at 1407. 
ss See legislative materials cited at notes 11, 16, and 17, sapra. 
r Based on Technical Information Release 791, dated December 22, 1965. 
s 80 Ii'. a. 17165. 
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TITLE 2 6 — IN'TERNAL REVENUE. — CHAPTER I. SUBCHAPTER FI 
PART S 01. — PROCEDURE AND ADMINISTRATION 

Property exempt from levy — undelivered mail 

DEPARTMENT OF THE TREASURY& 

OFFICE OF COMMISSIONER OF INTERNAL REVENUE, 
Washington, D. C. , 8()8@. 

To Officers and Enr ployees of the Interna/ Revenue 8erviee and Others 
Concerned: 

In order to conform the Regulations on Procedure and Adminis 
tration (26 CFR Part 801) under section 6884 of the Internal Revenue 
Code of 1954, relating to property exempt from levy, to changes made 
by section 812 of the Excise Tax Reduction Act of 1965 [P. L. 89-44, 
C. B. 1965 — 2, 568], such regulations are amended as follows: 

PARACRAPII 1. Section 801. 6884 is amended by adding a new para- 
graph (5) to section 6884(a) and by revising the historical note, The 
added and revised provisions read as follows: 

$ 801. 6834 STATUToRY PRovIsroNs; PR0PERTY EXEMPT FsoM LEvY. 
SEC. 6334. PROPERTY EXEMPT FROM LEVY. 

(a) ENUMRRATIoN. — There shall be exempt from levy. — 
(5) UNnzr. rvEREn MAIr. . — Mail, addressed to any person, which has 

not been delivered to the addressee. 

[See. 6384 as amended by see. 406, Social Security Amendments 1958 (72 
Stat. 1047) [P. L. 35 — 840, C. B. 1958 — 3, 85]; as amended by see. 312, 
Excise Tax Reduction Aet of 1965 (79 Stat. 170) [P. L. 89-44, C. B. 
1965 — 2, 563] ] 

PAR. 2. Paragraph (a) of 
e% 

801. 6884 — 1 is amended by adding at 
the end thereof the following new subparagraph: 

$ 301. 6334 — 1 PRoPKRTY ExEMPT FRQM LEvY. 
(a) ENUMERATIoN. — There shall be exempt from levy. — 

(5) UNOEz. rvzazn MArr. . — Mail, addressed to any person, which has 
not been delivered to the addressee. 

Because this Treasury Decision amends existing regulations merely 
by adding 0» additional item to the list of items of property exempt 
from levy to conform such regulations to the amendment made by 
section 812 of the Excise Tax Reduction Act of 1965 (79 Stat. 170), 
it is found that it is unnecessary to issue this Treasury Decision with 
notice and public procedure thereon under section 4(a) of the Adminis- 
trative Procedure Act, approved June 11, 1946, or subject to the eHec- 

tive date limitation of section 4(c) of that Act. 
(This Treasury Decision is issued under the authority contained in 

section 7805 of the Internal Revenue Code of 1954 (68A Stat. 9]7:, 
26 U. S. C. 7805). ) 

SHELnoN S. CoHEN, 
Comm& sioner of Internal Revenue. 

Approved December 27, 1965. 
STANI EY S. SURRzY, 

Assistant 8ecretarg of the Treasury. 
(Filed by the Division of the Federal Register on Dec. 80, 1965, 3:46 a m 

Published in the issue of the Federal Register for Dee. 81, 1965, 30 F R 17165) 



CHAPTER 65. — ABATEMENTS, CREDITS, AND REFUNDS 

SUBCHAPTER B. — RULES OF SPECIAL APPLICATION 

SECTION 6421. — GASOLINE USED FOR CERTAIN NON- 
HIGMVAY PURPOSES OR BY LOCAL TRA. NSIT SYS- 
TEMS 
Refund of excise tax on gasoline used. otherwise than as a fuel in a 

highway vehicle after June 80, 1065. See Rev. Rul. 66 — 48, page 9. 

26 CFR 48. 6421(a) — 1: Payments to ultimate 
purchaser of gasoline used. for certain non- 
highway purposes. 

Payments for fuel consumed by immobilized vehicles. See T. D. 
6881, page 247. 

SECTION 6424. — LUBRICATING OIL NOT USED IN HIGH- 
S'AY MOTOR VEHICLES 

Refund of excise tax on lubricating oil used otherwise than in a 
highway motor vehicle after December 31, 1065. See Rev. Rul. 66 — 48, 
pa. ge 9. 

CHAPTER 66. — LIMITATIONS 

SUBCHAPTER A. — LIMITATIONS ON ASSESSMENT AND COLLECTION 

SECTION 6501. — LIMITATIONS ON ASSESSMENT AND 
COLLECTION 

26 CFR 801. 6501(d) — 1: Request for prompt 
assessment. 

whether an executor or administrator of an estate can be held per- 
sonally liable for additional income taxes of a decedent by reason 
of the application of section 6501 (c) or (e) of the Code where prompt 
assessment under section 6501(d) of the Code was requested and the 
assets of the estate were subsequently distributed. See Rev. Rul. 
66&8, page 201. 

SECTION 6503. — SUSPENSION OF RUNNING OF PERIOD 
OF LIMITATION 

26 CFR 801. 6508(a) — 1: Suspension of run- 
ning of limitation; issuance of statutory 
notice of deficiency. 

EfFect of execution of waiver of restrictions. See Rev. Rul. 66 — 17, 
page 272. 
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SUBCHAPTER B. — I IMITATIONS ON CREDIT OR REFUND 

SECTION 6511. — LIMITATIONS ON CREDIT OR REFUND 

26 CFR 801. 6511(b) — 1: Limitations on allow- Rev. Rul. 66-118 
ance of credits and refunds. 

(Also Section 7508; 801. 7508 — 1. ) 
The amount of a refund or credit will not be limited under the 

provisions of section 6511(b) (2) (A) of the Internal Revenue Code 
of 1954 where the last day of the limitation period is a Saturday, 
Sunday, or legal holiday and the claim is filed on the next succeed- 
ing day which is not a Saturday, Sunday, or legal holiday. 

Revenue Ruling 57 — 854, C, B. 1957 — 2, 919 superseded in part. 

Advice has been requested whether the limitation on the amount of 
a refund or credit under section 6511(b) (9) (A) of the Internal Rev- 
enue Code of 1954 is applicable in a situation where the filing of a 
claim was timely under section 7508 of the Code. 

The taxpayer's individual income tax return for the calendar year 
1958 was filed on or before April 15, 1959, the due date for filing the 
return. His sole source of income was salary and the amount of tax 
withheld exceeded the tax liability shown on the return. The over- 
assessment was refunded on the initial processing of the return. No 
other action was taken by the Internal Revenue Service on the return. 
On April 16, 1962 (Monday), the taxpayer filed a claim for refund for 
the year 1958. 

Section 6511(a) of the Code provides, in pertinent part, that a 
claim for credit or refund of an overpayment of any tax in respect of 
which the taxpayer is required to file must be filed by the taxpayer 
within 8 years from the time the return was filed or 2 years from the 
time the tax was paid, whichever of such periods expires the later. 

Section 6511(b) (o) (A) of the Code provides that if. the claim for 
refund was filed by the taxpayer during the 8-year period prescribed 
in subsection (a), the amount of the credit or refund shall not exceed 
the portion of the tax paid within the period, immediately preceding 
the filing of the claim, equal to 8 years plus the period of any extension 
of time for filing the return. 

Section 6518(b) of the Code provides in part that for purposes of 
section 6511 or 6512 of the Code, any tax actually deducted and with- 
held at the source during any calendar year is deemed to have been 
paid by the recipient of tlie income on the 15th day of the fourth month 
following the close of his taxable year. A similar pr'ovision applies 
to taxpayers who file and pay their estimated income taxes during 
the taxable year. 

Section 7508 of the Code provides that, when the last day prescribed 
under authority of the internal revenue laws for performing any act 
falls on Saturday, Sunday, or a legal holiday, the performance of suc" 
act shall be considered timely if it is performed on the next succeedin 
clay which is not a Saturday, Sunday, or a legal holiday. 

Under the circumstances in the instant case, the claim for refund 
filed on Monday, April 16, 1962, was timely, having been filed within 
the 8-year period set forth in section 6511(a) of the ('ode in view'of the 
provisions of section 7503 of the Code. 
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The question is then presented as to whether, notwithstanding that 
the filing of the claim was timely by reason of the provisions of sec- 
tion 750k of the Code, the amount of refund allowable is restricted by 
section 6511(b) of the Code for the reason that in fact no tax was paid 
within the 3-year period immediately preceding the date of actual 
filing of the claim, the withheld tax in this case being deemed to have 
been paid on April 15, 1050, by virtue of section 6513 (b) of the Code. 
Nothing in section 7508 of the Code affects the time when the tax was 
actually paid or is deemed to have been paid. Nevertheless, it would 
obviously nullify the full effectiveness of that section if the limitation 
of section 6511(b) (2) (A) of the Code were so applied that the refund 
could not be allowed under the circumstances here presented. Under 
the circumstances, it is considered that the effect of section 7508 of the 
Code in requiring that the filing "be considered timely if it is per- 
formed on the next succeeding day" is to treat the claim as if it had in 
fact been filed on the last day otherwise prescribed for such filing. 

Accordingly, under the stated facts, the filing of the claim for re- 
fund in this case is not only deemed to have been timely by virtue of the 
provisions of section 7503 of the Code but to have occurred for pur- 
poses of section 6511(b) on April 15, 1962, so that section 6511(b) does 
not serve to restrict the amount refundable. 

In view of the fact that Revenue Ruling 57 — 354, C. B. 1957 — 2, 918, 
was based, in part, on section 6511 of the Code prior to the amendment 
of such section by section 82 of the Technical Amendments Act of 
1958, Public Law 85 — 866, C. B. 1058 — 8, 254, at 311, the last three para- 
graphs of that Revenue Ruling are hereby superseded. 

CHAPTER 68. — ADDITIONS TO THE TAX, ADDITIONAL 
AMOUNTS, AND ASSESSABLE PENALTIES 

SUBCHAPTER A. — ADDITIONS TO THE TAX AND ADDITIONAL 
AMOUNTS 

SECTION 6651. — FAILURE TO FILE TAX RETURN 

26 CFR 801. 6651 — 1; Failure to file tax return. 

Period for computing delinquency penalty where the provisions of 
section 8402(d) of the Code are applicable, See Rev. Rul. 66 — 118, 
pa, ge 244. 

CHAPTER 71. — TRANSFEREES AND FIDUCIARIES 

SECTION 6901. — TRANSFERRED ASSETS 

26 CFR 801. 6901 — 1: Procedure in the case of Rev. Rul. 66-48 
transf erred assets. 

(Also Section 6501; 801. 6501(d) — 1, ) 
Where an executor or administrator has neither personal knowl- 

edge of an unpaid income tax liability of decedent nor has such 

22o-638' — oo — 20 
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knowledge as would put a reasonably prudent man on inquiry, he 
cannot be held personally liable for the tax payment under section 
3467 of the Revised Statutes. 

Advice has been requested whether an executor or administrator 
of an estate can be held personally liable for additional Federal in- 
come taxes of a decedent by reason of the application of section 6501 
(c) or section 6501(e) of the Internal Revenue Code of 1954 where 
the executor or administrator has requested prompt assessment of the 
decedent's tax under section 6501(d) of the Code and has not been 
advised by the Internal Revenue Service of any action with respect 
thereto within the 18-month period prescribed by section 6501(d) 
of the Code, and thereafter has proceeded to distribute the assets of 
the estate. 

Section 6501(d) of. the Code provides that, except as otherwise pro- 
vided in subsection (c), (e), or (f), income tax of a decedent or his 
estate during the period of administration shall be assessed, and any 
proceeding in court without assessment for the collection of such tax 
shall be begun, within 18 months after proper written request therefor 
by the executor, administrator, or other fiduciary representing the 
estate of the decedent, but not after 8 years from the filing of the 
return. Thus, even though prompt assessment under section 6501(d) 
of the Code has been properly requested, the tax may be assessed at 
any time in the case of false or fraudulent returns, willful attempt 
to evade tax, or no returns filed, as provided under section 6501(c) 
of the Code, and within 6 years after filing of the return in the case 
of an omission from gross income as provided under section 6501(e) 
of the Code. In view of the provisions of section 6001(a) (1) (B) of 
the Code, the question arises whether personal liability can be imposed 
on an executor or administrator where such an assessment of tax has 
been made after the 18-month period has expired and after distribu- 
tion of an estate's assets. 

Section 801. 6001 — 1(a) of the Regulations on Procedure and Adinin- 
istration provides that the amount of the personal liability of a fidu- 
ciary under section 6467 of the Revised Statutes (81 U. S. C. 1M) in 
respect of the payment of income tax, whether shown on the return 
of the taxpayer or determined as a deficiency in the tax, shall be 
assessed against the fiduciary and paid and collected in the same man- 
ner and. subject to the same provisions and limitations as in the case 
of a deficiency in the tax with respect to which such liability is in- 
curred. Section 8467 of the Revised Statutes provides that every 
executor, administrator, assignee, or other person who pays, in whole 
or in part, any debt due by the person or estate for whom or for which 
he acts before he satisfies and pays the debts due to the United States 
from such person or estate, shall become answerable in his own person 
and estate to the extent of such payments for the debts so due to the 
United States, or for so much thereof as may remain due and unpaid. 

In Irving Tnut Company, 86 B. T. A. 146, acquiescence C. B. 1967 — ~~ 
15, the personal liability of a trustee under section 8467 of the Revised 
Statutes was considered and there it was stated: 

Section 3467 imposes personal liability upon a trustee who distributes 
the debtor's property to other creditors before satisfying the debts due the United 
States. The trustee may become personally liable even though the United States 
has not proved its claim in the bankruptcy proceedings. But the courts have 
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held, in interpreting section 3467, that in order to render a trustee personally 
liable, it must appear that the trustee is chargeable with knowledge of the debt 
due to the United States. "It is only when the assignee has notice of the claim 
of the Government that he incurs personal liability for making distribution of 
the estate without providing for the claim. " U»ited States v. Ba&v&c), 31 Fed. 705. 
The claim may be listed in the schedules of the bankrupt, notice may be given 
to the trustee, or the trustee may learn of the debt in some other way. If the 
trustee has knowledge of the debt, it matters not how that knowledge was 
obtained. The trustee can not disregard or iguore the debt, and if he does, his 
breach of duty renders him liable personally. U»itcd States v. Raglan, 74 Fed. 
(2d) 004. "It is enough if the trustee be in possession of such facts as that a 
faithful and fair discharge of his duty would put him on inquiry. " United 
States v. Clark, 25 Fed. Cases 447, 451. But he is not personally liable for a tax 
without notice which should put a reasonably prudent man upon inquiry. 
Li&:i»gsto» v. Becke&, 40 Fed. (2d) 073; Unite&i States v. Egges, 286 Fed. 683, 
No case is cited which holds a Muciary personally liable where he was not 
chargeable with knowledge of the debt due the United. States. 

The personal liability of a fiduciary was considered in Giovaninni 
Tevvano~ct, 2 T. C. M. 616 (1943)) and it was held the administrators 
were not personally liable for income tax clefiiciencies of their decedent 
which were not assessed by the Commissioner until after the adminis- 
trators had securecl their discharge and there was nothing in the facts 
to put them on notice that the decedent owed income taxes. In this 
case the Tax Court referred to the above language in the It~in@ Trust 
Compctny decision as a complete answer to tlie question. 

Accordingly, an executor or a. dministrator of an estate cannot be 
hekl personally liable under section 3467 of the Revised Statutes for 
any unpaid income tax liability of a decedent unless he has either 
personal knowledge of the debt, or has such knowledge as would put 
a reasonably prudent man on inquiry. 

CHAPTER 74. — CLOSING AGREEMENTS AND 
COMPROMISES 

SECTION 7121. — CLOSING AGREEMENTS 

26 CFR 801. 7121 — 1: Closing agreements. 

Closing agreements with respect to liability for tax on accumulatecl 
earnings in respect of deposits or accounts in banks or similar financial 
institutions. See Rev. Proc. 66 — 27, page 655. 

CHAPTER 77. — MISCELLANEOUS PROVISIONS 

SECTION 7503. — TIME FOR PERFORMANCE OF ACTS 
WHERE I. AST DAY FALLS ON SATURDAY) SUNDAY) OR 
LEGAL HOLIDAY 

26 CFR 301. 7503 — 1: Time for performance of 
acts where last day falls on Saturday, 
Sunday, or legal holiclay. 

Timeliness of refuncl claim filed on the next succeeding day which is 
not a, Saturclay) Sunday, or legal holiday, where the last day to file 
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refund claim falls on a Saturday, Sunday, or legal holiday. See Rev 
Rul. 66 — 118, page 990. 

CHAPTER 79. — DEFINITIONS 

SECTION 7701. — DFFINITIONS 

96 CF R 301. '7701 — 11: Account number. 

Identifying numbers of persons drawing social security benefits 
as widows age 62 or over before January 1, 1963. See Rev. Proc. 
66 — 99, page 656. 

CHAPTER 80. — GENERAL RULES 

SUBCHAPTER A. — APPLICATION OF INTERNAL REVENUE LAWS 

SECTION 7805. — RULES AND REGULATIONS 

26 CFR 301. 7805 — 1: Rules and regulations. 

Method of computing the period during which a capital asset must 
be held in order to have been "held for more than 6 months. " See Rev. 
Rul. 66 — 7, page 188. 

Applicability of tbe tax to Panamanian social security benefit pay- 
ments subsequent to December 31, 1965. See Rev. Rul. 66 — 34, page 22. 

MISCELLANEOUS PROVISIONS 
96 CFR 1. 9101 — 1: Permission to submit in- T. D. 6883 ' 

formation required by certain returns and 
statements on magnetic tape. 

(Also Section 6011; 31. 6011(a) — 7. ) 
TITLE 26 — INTERNAI. REVENUE. — CHAPTER Iq SUBCIIAPTKR Aq PART 1. — 

INCOME TAX) TAXABIE YEARS BEGINNING AFTER DECEMBER 31) 1953) 
SUBCHAPTER C, PART 31. — 15MPLOYMENT TAXES ) APPLICABLE ON AND 

AFTER JANUARY I& 1955 
Permission to submit information required by certain returns 

and statements on magnetic tape. 

DEPARTMENT OF THE TREASURY) 
OFFIcK oF CoMMIssloNER ol' I NTKRNAL REVENUE) 

Woshtngton, D. C. , 80884. 

To Officers end L'mployees of the Interno/ Tt'emenue 8entce ond 
Others Concerned: 

In order to provide authority under the Income Tax Regulations 
(26 CFR PRIt 1) and the Employment Tax Regulations p6 CFR 

~ 31 F. R. 058S. 
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Part 31) for the granting of permission to payers and others to sub- 
mit information required by certain retulms and statements on mag- 
netic tape or by other media, such regulations are amended Is follows: 

INCOME TAX REGULATIONS 

(26 CFR Part I) 
PARAGRAPII 1. There is inserted immediately after $ 1. 6041 — 6 the 

following new section: 
() 1. 6041 — 7 PERMISSION To SUBMIT INFORMATION REQUIRED BY FORM 1099 oR 

W — 2 oN biAGNETIO TarE. — For rules relating to permission to submit the informa- 
tion required by Form 1099 or W — 2 on Inagnetic tape ot' other niedia, see I 1. 9101 — 1. 
See also paragraph (b) (2) of () 31. 6011(a) — 7 of this chapter (Employment 
Tax Regulations) for additional rules relating to Form W — 2. 

PAR. 2. Section 1. 6042 — 2 is amended by arlcling a nevv paragraph (e) 
to read a, s follows: 

r( 1. 6042 — 2 RETURN8 oF INFGRMATIGN As 'ro DIVIDKNDs PAID IN CALENDAR YEARs 
AFTER 1962. 

(e) Per»rission to sub»rit informatio» requircrl by Eorm 1087 or 1099 on mag- 
netic tape. — For rules relating to permission to submit the information required 
by Form 1087 or 1099 on magnetic tape or other media, see $ 1. 9101 — l. 

PAR. 3. Section 1. 6044 — 2 is amended by adding a new paragraph (f) 
to read as follows: 

ma 
1, 6044 — 2 RKTURNs oF INFGRMATIGN As To PAYMEFITs OF PATRoiiIAGE DIYIDENDs 

WITH REsPEGT To PATRGNAGE OccURRING IN TAZABLE YEAR8 BEGINNING AFTER 
1962. 

(f) Peri»issio» to submit information rertubcd by Eor»r 1099 on magnetic 
tape. — For rules relating to permission to submit the information required by 
Form 1099 on magnetic tape or other media, see $ 1. 9101 — 1. 

PAR. 4. Section 1. 6047 — 1 is amended by adrling a new paragraph (d) 
to read as follows: 

I 1, 6047 — 1 INFORMATION To BE FURNISHED WITH REGARD To EMPLOYEE RETIRE- 
MENT PI. iN COVERING AV OWNER-EMPLOYEE. 

(d) Permission to swb»rit infortnation required by Eorm 1099 on, magnetic 
tape. — For rules relating to permission to submit the information required bv 
Form 1099 on magnetic tape or other media, see (| 1. 9101 — l. 

PAR. 5. Section 1. 604, ') — 1 is amended by adding a new paragraph (e) 
to read as follows: 

I 1. 6049-1 RETURNS OF INFORMATION As To INTEREST PAID IN CALEiNDAR YEARS 
AFTER 1962. 

'k 

(e) Pernrissio» to subr»it inforr»ation icrtuircd by Eorm 1087 or 1099 o», mag- 
netic tape. — For rules relating to perinission to submit the information required 
bv Form 1087 or 1099 on magnetic tape or other media, see $ 1. 9101 — l. 

PAR. 6. There is inserted immediately after $ 1. 9100 — 1 the following 
new section: 

$ 1. 9101 — 1 PERMIssIGN To SUBMIT INFGRMATIGN REQUIRED BY CERTAIN RE- 
TURN8 AND STATEMENTS oN MAGNETIc TAPE. — In any case where the use of a 
Form 1087, 1099, or W — 2 is required by the regulations under this part for the 
purpose of making a return or reporting information, such requirement Iray be 



296 

satisfied by submitting the informatiou required by such form on magnetic 
tape or by other media, provided that the prior consent of the Commissioner or 
other authorized officer or employee of the Internal Revenue Service has been 
obtained. Applications for such consent must be filed in accordance with pro- 
cedures established by the Internal Revenue Service. See paragraph (b) (2) 
of I 81. 6011(a) — 7 of this chapter (Eml&loyment Tax Regulations) for additional 
rules relatiug to Form VV — 2. 

EMPLOYMENT TAX REGULATIONS 

(26 CFR Part 81) 

PAIt. 7. Paragraph (b) of Ia 81. 6011(a) — F is amended to read as 
follows: 

I& 81. 6011(a) — 7 ExzouTroiv oF RzTi&nNs. 
A 4 

(b) Use of prescribed forms. — (1) In general. — Copies of the prescribed re- 
turn forms will so far as possible be regularly furnished taxpayers by district 
directors. A taxpayer will not be excused from making a return, howevei, by 
the fact that no return form has been furnished to him. Taxpayers not supplied 
with the proper forms should make application therefor to the district director 
in aniple time to have their returns prepared, verified, and filed with the district 
director on or before the due date. See $I 81. 6071(a) — 1 and 81. 6001 — 1, relating, 
respectively, to the time and place for filing returns. In the absence of a pre- 
scribed return form, a statement made by a taxpayer disclosing the aggregate 
amount of u ages or compensation reportable on such form for the period in 
respect of ivhich a return is required and the amount of taxes due may be 
accepted as a tentative return. If filed within the prescribed time, the state- 
ment so made will relieve the taxpayer from liability for the addition to tax 
iinposed for the delinquent filing of the return, provided that without unnecessary 
delay such tentative return is supplemented by a return made on the proper form. 
For additions to the tax in case of failure to file a return within the prescribed 
time, see the provisions of $ 801. 66r1 — 1 of this chapter (Regulations on Pro- 
cedure and Administration). 

(2) Permission for use of n&agnetic tape. — (i) Form W — ?, — In any case where 
an employer is required by the regulations under this part to submit a copy of 
a Forin W — 2 as part of a return or together with an information statement, such 
requirenient may be satisfied by submitting the information required by such 
form on iuagnetic tape or by other media, provided that the prior consent of 
the Commissioner or other authorized officer or employee of the Internal Revenue 
Service has been obtained. Applications for such consent must be filed in ac- 
cordance ivith prone&lures established by the Internal Revenue Service. See 
Iw 1. 9101 — 1 of this chapter (Income Tax Regulations) for additional rules relating 
to Form VV — 2. 

(ii) Schedule A of Eorm 9)1 or 9q&8. — In any case where the use of a Schedule 
A of Form 041 or 048 is required by such Forms or the regulations under this 
part for the purpose of making a return, such requirement may be satisfied, to 
the extent prior consent is obtained from the Commissioner or other authorized 
officer or employee of the Internal Revenue Service, by submitting selected items 
of the information required by such Schedule on magnetic tape or by other 
niedia. Applications for such consent must be filed in accordance with pro 
cedures established by the Internal Revenue Service. 

Because this Treasury Decision merely prescribes regulations to 
provide an alternative means for submitting information required by 
certain returns and statements, it is found that it is unnecessary to 
issue this Treasury Decision with notice and public procedure thereon 
under section 4(a) of the Administrative Procedure Act, approved 
June 11, 1N6, or subject to the effective date limitation of section 4(c) 
of the Act. 
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(This Treasury Decision is issued under the authority contained in 
section 7805 of the Internal Revenue Code of 1054 (68A Stat. 017; 
26 U. S. C. 7805). ) 

SHELDON S. COHEN) 
C'ou. »lissioilet of Intern«PRei'enue. 

Approved April 27, 1966. 
STANLEY S. SURREY) 

Asm'stnnt Seeretor~g of the Treasury. 

(Filed by the Division of the Federal Register on May 2, 1966, 8:46 a. tn. , and 
published in the issue of the Federal Register for i%lay 8, 1966, 81 F. R, 6589) 





PART II 
RULINGS AND DECISIONS UNDER THE INTER- 

NAL REVENUE CODE OF 1939 AND OTHER 
PUBLIC LAWS, EXCEPT THOSE PERTAINING 
TO ALCOHOL, AND TOBACCO TAXES 

SUBTITLE A. — TAXES SUBJECT TO THE JURISDICTION 
OF THE BOARD OF TAX APPEALS 

CHAPTER 1. — INCOME TAX 

SUBCHAPTER B. — GENERAL PROVISIONS 

PART II. — COMPUTATION OF NET INCOME 

SECTION 23(m). — DEDUCTIONS FROM GROSS INCOME: 
DEPLETION 

RFArULATIONS 118, SEcTION M. 23 (m) — 5: Com- 
puta, tion of depletion based on percentage 
of income in case of certain mines or other 
natural deposits. 

Denial of depletion allowance for clay used, or sold for use, by a 
mineowner or operator, as one of the constituents of the kiln feed in 
the manufacture of cement. See Rev. Rul. 66 — 24, page 157. 

SUBCHAPTER C. —. SUPPLEMENTAL PROVISIONS 

SUPPLEMENT B. — COMPUTATION OF NET INCOME 

SECTION 114. — BASIS FOR DEPRECIATION AND 
DEPLETION 

REGUI. ATIONs 118, SEGTION W. 114 — 1: Basis for 
allowance of clepreciation and depletion. 

Denial of depletion allowance for clay used, or sold for use, by a 
mineowner or operator, as one of the constituents of the kiln feed in 
the manufacture of cement. See Rev. Rul. 66 — 24, page 157. 

(290) 



SECTION 197(c). — WAR LOSSES: RECOVERIES 

Regulations 118, Section. 69. 197 (a) — 1: War 
losses generally. 

Tax treatment of awards received by corporations from the Foreign 
Claims Settlement Commission under the War Claims Act of 1948, 
as amended. See Rev, Rul. 66 — 115, page 192. 



PART III 
ALCOHOL AND TOBACCO TAX MATTERS 

SUBPART A. — ALCOHOL TAX RULINGS AND DECISIONS 
UNDER CHAPTER 51 OF THE INTERNAL REVENUE 
CODE OF 1954 AND THE FEDERAL ALCOHOL ADMINIS- 
TRATION ACT 

SUBTITLE E. — ALCOHOL, TOBACCO, AND CERTAIN 
OTHER EXCISE TAXES 

CHAPTER 51. — DISTILLED SPIRITS, WINES, AND BEER 

SUBCHAPTER A. — GALLONAGE AND OCCUPATIONAL TAXES 
PART I. — GALLONAGE TAXES 

Subpart B~Rectification 

SECTION 5021. — IMPOSITION AND RATE OF TAX 
26 CFR 201. 422: Form 27 — B Supplemental. Rev. Rul. 66 — 121 

Revenue Ruling 54 — 235, C. B, 1954 — 1, 304, held that while simple 
syrup or a sugar solution of not less than 60' Balling could be used 
on rectifying plant premises in the manufacture of a wine product, 
rectified wine, or wine cocktail, water as such could not be used. 

The provisions of the above Ruling precluding the use of water as 
such were based on section 2801(b) of the Internal Revenue Code of 
1939 (reenacted as section 5021(b) of the Internal Revenue Code of 
1954), However, paragraph (b) of section 5021 of the Code was elim- 
inated by the Excise Tax Technical Changes Act of 1958, Public 
Law 85 — 859, C, B. 1958 — 3, 92. 

Since the use of water in the treatment, of wine subject to the rectifica- 
tion tax is no longer precluded by law, Revenue Ruling 54 — 235, C. B, 
1954 — 1, 304, is hereby revoked. 

PART II. — OCCUPATIONAL TAX 

Subpart D, — Wholesale Dealers 

SECTION 5114. — RECORDS 
26 CFR 251. 135: Folms to be provided by 

users at own expense. 

Application for modification of Forms 52A, 52B, or 338. See T. D. 
6875, page 312. 

(301) 
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SUBCHAPTER B. — QUALIFICATION REQUIREMENTS FOR DISTILI, ED 
SPIRITS PLANTS 

SECTION 5174. — WITHDRAWAL BONDS 

90 CFR 170. 41: Scope of subpart. T. D. 6877 ' 
TITLE 26 — INTERNAL REVENUE. — OHAPTER I& SUBOIIAPTER EI PART 176, — 

MISCELLANEOUS REGULATIONS RELATING To LIQUOR 

Miscellaneous amendIuents 

DEPARTMENT OI" THE TREASURY& 
OFFICE OF COMi&IISSIONER OF INTERNAL REVENUE, 

1V'ashington, D. C. . 808@. 

To Officers ond Er)I p/oyees of the Interne/Eevenue Ser7)t'ce end Others 
Concerned: 

On January 7, 1966, a notice of proposed rulemaking was published 
in the Federal Register (81 F. R. o17) to amend 26 CFR Part 170, to 
(1) provide for the deferred payment of taxes on distilled spirits, 
withdrawn from internal revenue bond under section 5174(a) (9) of 
the Internal Revenue Code, after operations incidental to the rectifica- 
tion and bottling of such spirits have been completed; and (9) discon- 
tinue the optional 8-day period (provided for in Subpart W of M 
CFR Patt 170 as added by Treasury Decision 6848, 30 F. R. 11599 
[C. B. 1905 — 9, 499]) for the filing of returns by proprietors of dis- 
tilled spirits plants. On January 19, 1900, a Correction Notice was 
published in the Federal Register (61 F. R. 85o). In accordance with 
the notice, interested persons were a8orded an opportunity to submit 
written comments or suggestions peitaining thereto. No comments 
or suggestions were received within the 80-day period prescribed in 
the notice, and the following amendments to the regulations are hereby 
adopted. 

SUBPART C. — REGULATIONS RKSPECTIiVG THK FILING OF RETURNS 
AND PAYMENT OF TAXES OiV DISTILLED SPIRITS AND RECTIFIED 
PRODUCTS BY RETURN 

PREAMBLE 

These regulatious sliall not affect auy liability accruing or accrued, or anV 
suit commeuced before the effective date of these Iwgulations. 
Sec. 
170. 41 Scope of subpart. 
170. 42 Other regulations applicable. 
170. 4S Meaning of terms. 

PATMENT oF TAEES DN DisTILLED SPIRITs AND REGTIFIED PRCDUOTs 

170. 44 Geuerah 
170. 4O Deferred payment of distilled spirits tax bv proprietor of bonded premises 

' The publication of this Treasury Decision in 61 F R, 6176, dated Feb. 26, 1966, contains (I) instructions for modifyiug the notice of proposed rulemaking published in 61 F. R 217 
dated Jane 7, 1966, and (2) the full context of the regulations with such modidcations. As 
here published, the Treasury Decision reflects the full context of such regulations, with 
modhications. The individual instructions have been omitted. 
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170. 46 Deferred payment of distilled spirits tax by proprietor of bottling 
premises. 

170. 47 Deferral denied under certain conditions. 
170. 48 Deferred payment of tax on rectified products. 
170. 49 Return periods and times for filing. 
170. 50 Computation of amount of tax to be paid by proprietor of bottling 

premises. 
170. 51 Default in pavment of taxes. 

CONTROL PREMISES 
170. 52 Control premises. 
170. 58 Segregation of stocks. 

BONDS AND CONSENTS OF SURETY 

170. 54 Bends. 
170. 55 Consents of surety. 

OPERATIONS BY ALTERNATING PRDPRIETGRS 

170. 56 Procedure for alternating proprietors. 

DISCONTINUAN CE OF BUSINESS 

170. 57 Permanent discontinuance of business. 

IivvENTDRIEs AND REcoRDs 

170. 58 Establishment oi' controlled stock inventory. 
170. 59 inventories of controlled stock. 
170. 60 Record of inventeries. 
170. 61 Summary records. 
170. 62 Record of tax liability. 
170. 68 Credits against assumed liability. 

$ 170. 41 ScoPE oF SUBPART. — This subpart provides regulations 
respecting (a) the deferred payment, by proprietors of distilled spirits 
plants, of taxes on distilled spirits pursuant to returns on Form 2522 
and Form 4077, and of taxes on rectified products and wines pursuant 
to returns on Form 2527, (b) the periods to be covered by such returns, 
and (c) the times for filing such. returns, with remittances. The re- 
quirements of this subpart with respect to control premises and con- 
trolled stock shall be applicable only to proprietors of bottling premises 
required to file returns on Form 4077 under the provisions of this 
subpart. 

$ 170. 42 OTIIER REGULATIONS APPLICABLE. — All provisions of 
Part 201 of this chapter not inconsistent with the provisions of this 
subpart shall remain in full force and e8ect, and all such provisions 
applicable to returns, remittances, bonds and consents of surety (other 
than the provisions of $ 201. 194 of this chapter relating to powers of 
attorney), operations by alternate proprietors, and inventories and 
records, shall be applicable to returns, remittances, bonds and consents 
of surety, operations by alternate proprietors, and inventories and 
records under this subpart. The provisions of Subpart B of this part 
shall be applicable to powers of attorney authorizing agents or OScers 
to execute bonds and consents of surety given under this subpart. 

$ 170. 43 MEANING oF TERMs. — When used in this subpart. , where 
not otherwise distinctly expressed or manifestly incompatible with the 
intent thereof, terms shall have the meanings ascribed in Part 201 
of this chapter and in this subpart. 
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Control prem& ee. — The premises, as provided in f 170. 52, on which' 
controlled stock is rectified, bottled, packaged, or stored. 

Controtted 8toete. — Stock on control premises, comprising: 
(a) tax-determined domestic spirits received for rectification or 

bottlillg; 
(b) tax-determined imported spirits received. from internal 

revenue bond (as authorized by section 5262, I. R. C. ) for rectiflca, - 
tion or bo t lllgI 

(c) other tax-determined imported spirits dumped and re- 
orted on batch record Form 122 for use in production of recti- 
ed distilled spirits product; 

(d) alcoholic fiavoring materials, wines, and products made 
with wine, dumped and reported on batch record Form 122 for 
use in production of a rectified distilled spirits product; 

(e) distilled spirits products received and dumped for re- 
processing or rebottling; 

f) any mixture of, or product niade from, the preceding; 
g) any of the preceding (1) on the coiitrol premises of a 

proprietor on the commencement of business under the provisions 
of this subpart, or (2) received from an outgoing proprietor as 
controlled stock under the provisions of $ 170, 56. 

PAYMENT OF TAxES ON DISTILLED SPIRITS AND RECTI~D PRODUCTS 

. $ 170. 44 GENERAL. — Xofwithstanding any provision of Part 201 
of this chapter, or of Subpart W of this part, relating to (a) the 
periods to be covered by returns on Form 2522 for the deferred pay- 
ment of taxes on distilled spirits, and on Form 2M7 for the deferred 
payment of taxes on rectified products and wines, (b) the times for 
filing returns for the cleferred payment of taxes, and (c) the amount 
of tax to be included for payment with such returns, proprietors of 
distilled spirits plants shall file returns for the deferred payment of 
taxes on distilled spirits, and on rectified products and wines, deter- 
mined on and after the efl'ective date of this subpart, on the forms, 
for the periods, by the times, and with remittances in the amounts, as 
provided in this subpart. 

$ 170. 45 DEIKRRKD PAYMENT oF DIsTILLFD SPIRITs TAX BY PR0- 
PRIEToR oF BoNDED PREMIsEs. — A. proprietor of bonded premises who 
has withdrawn spirits from such premises on determination and before 
payment of tax shall file a tax return covering such spirits on Form 
2522~ with remittance, for the periods and by the times provided in 

$ 170. 49. The proprietor of bonded premises shall include, for pay- 
ment, on his return on Form 2522 the full amount of distilled spirits 
tax determined in respect of all spirits released for withdrawal from 
bonded premises on determination of tax during the period covered by 
the return (except spirits on which tax has been prepaid, and spirits 
withdrawn on determination of tax by proprietors of bottling prem- 
ises) . The proprietor of bonded premises who is qualified under bond, 
Form 2618 or 2615, to defer payment of distilled spirits tax, shall 
execute and file a return on Forin 2522 to cover each return periodi 
notwithstanding that no tax is due for payment for such period. 

$170. 46 DEFERRED PAYMENT oF DIsTILLED SPIRITs TAX BY PRo 
PRIEToR or BCTTLINo PRE~IsEs. — A proprietor of bottling premises 
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who has assumed the liability for tax on spirits withdrawn from inter- 
nal revenue bond under section 5174(a) (2), I. R. C. , shall pay such tax 
pursuant to returns on Form 4077, or, if he is in default, pursuant to a 
prepayment return on Form 2521, as prescribed in ( 170. 51. Returns 
on Form 4077 shall be filed for the periods ancl by the times provided 
in $170. 49. The amount of. such tax to be paicl with each return on 
Form 4077 shall be computed as provided in ( 170. 50. Spirits with- 
drawn from bond under section 5174(a) (2), I. R. C. , shall be conveyed 
without delay to the bottling premises and shall be reported as received 
when they arrive at the bottling premises. The proprietor of each 
bottling premises who is qualified under bond, Form 2614 or 2615, to 
defer payment of distilled spirits tax, shall execute and file a return 
on Form 4077 to cover each return period, notwithstanding that no 
tax is due f or payment on such f orm. 

$ 170. 47 DEFERRAL DENIED UNDER CERTAIN CoNDITIQNs. — Ailv plo- 
prietor deferring payment of tax under the provisions of $ 170. 46 who, 
after having been advised of his deficiency by the assistant regional 
commissioner, fails to maintain the records required by, or who other- 
wise fails to conform to any provisions of, this subpart and who is then 
so notified by the assistant regional commissioner, may thereafter 
withdraw from internal revenue bond for rectification or bottling only 
spirits in respect of which the tax thereon has been paid prior to such 
withdrawal: Provided, That he shall be permitted to agam withdraw 
spirits under the provisions of section 5174(a) (2), I. R. C. , if he satisfies 
the assistant regional commissioner that he is properly maintaining the 
prescribed records and will, in all respects, conform to the provisions 
of this subpart. 

$ 170. 48 DFFERRED PAYMENT oF TAx oN REcTIFIED PRoDUUTs. — A. 
proprietor of bottling premises who has, during a return period, in- 
curred liability for taxes determined on rectified products, and has not 
prepaid such taxes, shall file a tax return for that period, covering such 
products, on Form 2527, with remittance, in the full amount of the 
taxes so determined but not paid. Returns on Form 2527 shall be filed 
for the periods and by the times provided in $ 170. 49. 

$ 170. 49 RETURN PERIons AND TIMER FoR FILING. — Return periods 
shall run from the 1st day of each month through the 15th day of that 
month, and from the 16th day of each month through the last day of 
that month. Returns for periods ending on the 15th clay of the month 
shall be filed, with remittances, not later than the 25th clay of the same 
month; and returns for periods ending on the last day of a month 
shall be filed, with remittances, not, later than the 10th day of the next 
succeeding month. Commencmg with the return for the period be- 
ginning July 1, 1966, and for each subsequent return period, returns 
shall be filed, with remittances, for each such return period, not later 
than the last day of the return period next succeeding that period. 
The provisions of $ 201. 888 of this chapter regarding (a) the 2 p. m. 
time of filing the return ancl remittance, (b) the person with whom 
the return and remittance shall be filed, and (c) the date of delivery 
when delivery is by United States mail, shall be applicable to the 
filing of returns, with remittances, under this subpart. (72 Stat. 
1385; 26 U. S. C. 5061. ) 

$ 170. 50 CoMPUTATION OF AMOUNT OF TAX To BE PAID BY PROPRIK- 
TGR oF BGTTI ING PREMIsEs. — A proprietor of bottling preinises who is 
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required to file returns on Form 4077 (as provided in p 170. 46) shall, as 
of the close of each return period, compute the amount of tax to be 
paid with such return, in the following manner: 

(a) Determine the balance of his outstanding liability from the 
record required by $ 170. 62 (less any payments made by returns on 
Form 4077 for prior return periods but filed subsequent to the close of 
the return period for which the computation is being made) . 

(b) Determine the tax value of the controlled stock inventory (1) 
by deducting from the total proof gallons in such inventory (i) the 
proof gallons of all alcoholic materials (distilled spirits, wines, prod- 
ucts made with wine, and alcoholic fiavoring materials) entered into 
controlled stock during the period which were not withdrawn from 
bond under the provisions of section 5174 (a) (9), I. R. C. , and (ii) the 
proof gallons in the controlled stock inventory of any mixture or prod- 
uct which derived less than half of its proof gallon content from 
tax-determined spirits, and (9) by multiplying the remainder of proof 
gallons by an amount equal to the rate of tax prescribed by section 
5001(a)(1)) I. R. C. 

(c) Determine, and pay with the return for the period, the amount 
by which the balance of his outstanding liability (as determined in 
paragraph (a) of this section) exceeds the tax value (as determined 
in paragraph (b) of this section of the controlled stock inventory: 
Pro~ided, Tliat in any case where the proof gallons to be deducted 
from the controlled stock inventory under the provisions of paragraph 
(b) (1) of this section equals or exceeds the total proof gallons in the 
end of. the period inventory of controlled stock, the total liability re- 
maining unpaid (as determined under the provisions of paragraph (a) 
of this section) shall be paid with the return for the period. 

(d) Notwithstanding the provisions of paragraph (c) of this sec- 
tion, the amount to be paid with the return shall be increased by any 
amount necessary to comply with the requirements of paragraphs (e) 
and (f) of this section, and shall be reduced by the ainount of any 
authorized credit tal-en on the return. 

(e) Any tax for which liability for payment was assumed under 
the provisions of section 5174(a) (9), I. R. C. , which has not been pre- 
viously paid as provided in this subpart shall be paid with the return 
on Form 4077 for the twelfth return period next succeeding (1) the 
return period in which falls the date of receipt at the bottling premises 
of the spirits reported on the withdrawal form, or (9) the return 
period in which falls the twenty-first day after the date of the certifi- 
cate of tax determination on. the withdrawal form, whichever perioil 
occurs first. 
(f) The outstanding liability which would remain after compliance 

with the provisions of paragraphs (a) through (e) of this section shall 
not, exceed the tax value of the controlled stock removed by the pro- 
prietor during any six consecutive return periods within the thirty 
return periods preceding the period for which the return on Form 
4077 is being prepared; such tax value to be computed. by (1) deter- 
mining (from the record prescribed by f 170. 61(c) (8) ) the total proof 
gallons removed from controlled stock during the six consecutive 
return periods, and (9) multiplying that total by an amount equal to 
the rate of tax prescribed by section 5001(a) (1), I. R. C. The six c«- 
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secutive return periods shall be designated by the proprietor. The 
provisions of this paragraph shall not be applicable to the liability 
outstanding at the close of each of the first six return periods after the 
conunencement of operations by the proprietor under this subpart. 

$ 170. 51 DEFAULT IN PAYMENT oF TAxEs. — The provisions of Part 
201 of this chapter relating to default in deferred pyament of taxes 
shall be applicable to default in deferred payment of taxes under this 
subpart. In addition, if a proprietor of bottling. premises has de- 
faulted in payment of any tax under this subpart, he shall not remove 
any controlled stock from his control premises until he has filed a re- 
turn on Form 2521 (appropriately modified), with remittance, in an 
amount not less than the product of the number of proof gallons of the 
controlled stock proposed to be removed and the rate of tax prescribed 
by section 5001(a) (1), I. B. C. ; however, notwithstanding that the tax 
is paid pursuant to return on Form 2521 under the provisions of this 
section, a return on Form 4077 shall be filed for each return period as 
provided in $ 170. 46. The proprietor shall retain with his copy of each 
return on Form 2521 (showing receipt of the remittance by the internal 
revenue officer or district director, as the case may be) a record show- 
ing the kind of spiHts, type, size, and serial numbers of the containers 
and the proof gallons of the spirits removed, or to be removed, pur- 
suant to such return. A%here a proprietor of bottling premises has 
defaulted in any payment, of tax under this subpart, during the period 
of such default and thereafter until the assistant regional commis- 
sioner finds that the revenue ~ ill not be jeopardized by payment of tax 
pursuant to return on Form 4077, tax shall be paid by such proprietor 
in accordance with the provisions of this section. 

CONTROL PREMISES 

( 170. 52 CoNTRoL PREMisEs. — The bottling premises of the distilled 
spIrits plant shall constitute the control premises: Provided, That a 
proprietor who desires to establish additional control premises on his 
general plant premises may submit to the assistant regional commis- 
sioner an application for amended registration, Form 2607, and an 
amended plat delineating such additional premises. Approval of the 
Form 2607 by the assistant regional commissioner shall constitute ap- 
proval of the additional control premises, and the control premises 
shall then consist of the bottling premises and the additional premises 
depicted on the amended plat. Each plat submitted under this section 
shall be prepared in accordance with the applicable provisions of 
$$ 201. 154 and 201, 155 of this chapter, and shall depict the relative lo- 
cation of the bottling premises and the proposed additional control 
premises. The provisions of $201. 174(a) of this chapter shall be 
applicable to operation by alternating proprietors of additional con- 
trol premises established under tlie provisions of this subpart. 

$ 170, 53 SEOREoATION oF STocxs. — Proprietors of bottling premises 
shall keep all controlled stock physically separated from other stock 
on their control premises. Such separation shall be effectuated by use 
of separate tanks, rooms, or buildings, or by partitioning, or by such 
other manner or method satisfactory to the assistant regional commis- 
sioner as will clearly and readily distinguish controlled stock from 
other stock on the control premises and as will facilitate verification 

225-688' — 66 — 21 
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of the inventory. All stock on control premises shall be so identified 
as to enable internal revenue ofiicers to readily ascertain whether the 
stock is controlled stock or other stock. 

BONDS AND CONSENTS OF SURE'1W 

$170. 54 BoNDs. — (a) Eorm 86'18, 86'1$, or 8018. — A proprietor 
whose bond on Form 2618, 2614, or 2615, covering the deferred pay 
ment of taxes on distilled spirits withdrawn from bonded premises on 
determination ot tax, is in a suQicient penal suin shall give either a 
new bond on Form 2618, 2614, or 2615, as applicable, or a consent of 
surety on Form 1533 to extend the terms of his bond then in force 
to cover the deferred payment of tax on distilled spirits under the 
provisions of this subpart. A proprietor whose bond on Form 2616, 
2614, or 2615 is not in a sufiicient penal sum, shall give either a new 
bond in a sufiicient penal sum on Form 2613, 2614, or 2615, as appli- 
cable, or a strengthening bond to increase the total penal sum of the 
bonds in force to a suQicient penal sum. Each proprietor giving a 
strengthening bond shall also file a consent of surety on Form 1586 to 
extend the terms of his bond, Form 2618, 2614, or 2615, then in force 
to cover the payment of taxes on distilled spirits under the provisions 
of this subpart. 

(b) Eorm 8601. — A proprietor of bottling premises who flles re- 
turns on Form 2527 shall give either a new bond on Form 2601 or a 
consent of surety on Form 1586 to extend the terms of his bond, Form 
2601, then in force, to cover the payment of taxes on rectified products 
and wines under the provisions of this subpart. . 

(c) Exception. — Notwithstanding the provisions of paragraphs 
(a) and (b) of this section, a proprietor whose bond is in a suKcient 
penal sum and who is qualified under the provisions of Subpart W of 
this part (as added by Treasury Decision 6848, efi'ective September 24, 
1965) for extended. deferral of payment of taxes (1) on spirits with- 
drawn from bond in his capacity as a proprietor of bonded premises, 
or (2) on rectified products and ~ines, shall be deemed to be qualified 
for deferral of payment of taxes on spirits so withdrawn or on rectified 
proclucts and wines, as the case may be, under the provisions of this 
subpart. (72 Stat. 1849, 1352; 26 U. S. C. 5173, 5174. ) 

$ 170. 55. CONsxNrs oF SECRET+. — Each consent of surety on Form 
1533 required under the provisions of $ 170. 54 shall identify the par- 
ticular bond to which it applies and shall contain a statement of pur- 
pose as follows- 

(a) AVith respect to bond, Form 2613, 2614, or 2615: 
"To continue in e8ect said bond (including all extensions or 

limitations of terms and conditions previously consented to and 

approved), notwithstanding that the deferred payment of taxes 
on distilled spirits withdrawn from bond on determination of tax 
will be made as provided for by regulations in Subpart C of 26 

CFR Part 170. " 
(b) &Vith respect to bond, Form 2601: 

"To continue in e8ect said bond (including all extensions or 

limitations of terms and conditions previously consented to and 

approved), notwithstanding that the deferred payment of taxes 
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on rectified products and wines will be made as provided for by 
regulations in Subpart C of 26 CFR Part 170. " 

OPERATIONS BY' ALTERNATING PROPRIETORS 

$ 170. 56 PRocEDUREs FoR ALTERNATING PRQPRIETQRs. — (a, ) Gen- 
era/. — Where bottling premises are operated by alternating proprie- 
tors under $ 201. 174 of this chapter, the outgoing proprietor may trans- 
fer any or all of his controlled stock to the incoming proprietor, and 
such transfer shall constitute a removal of controlled stock from con- 
trol preniises by the outgoing proprietor. The outgoing proprietor 
may retain on the bottling premises any of his controlled stock which 
has not been packaged or cased for removal, and he may retain on any 
portion of his control premises which is not to be operated by the in- 
coming proprietor any of his controlled stock which lias been packaged 
or cased for removal. Any controlled stock not, transferred to the in- 
coming proprietor and not retained by the outgoing proprietor as 
provided in this section shall be considered to have been removed from 
the control premises by him at the time the premises are alternated to 
the incoming proprietor. 

(b) Procedure for outgoing proprietor. — The outgoing proprietor 
shall file a returii on Form 4077 (with remittance, if payment is due) 
for the return period in. which the change in proprietorship is made 
and for each subsequent return period during ivliich the alternate pro- 
prietor operates the bottling premises. If the outgoing proprietor is 
in default, a return on Form 2521, with remittance, must be filed as 
provided in $ 170. 51 before the removal or transfer of any controlled 
stock, as provided in paragraph (a) of this section. 

(c) Procedure for incom~'ng proprietor. — If the outgoing proprie- 
tor transfers any of his controlled stock to tlie incoming proprietor, 
all stock so transferred which has not been packaged or cased for re- 
moval shall become a part of the incoming proprietor's inventory of 
controlled stock when received by him, and he shall include the quan- 
tity of such controlled stock in his record required by $ 170. 61(a). 

DISCONTINUANCE OF BUSINESS 

$ 170. 57 PERMANENT DIscoNTINUANcE 0F BUsINEss. — Where the 
proprietor of bottling premises permanently discontinues business, he 
shall comply with the provisions of $ 201. 176 of this chapter, and shall 
include for payment with his return on Form 4077, for the period in 
which such discontinuance becomes efFective, the full amount of any 
unpaid tax for which liability was assumed by hiin under section 
5174(a) (2), I. R. C. : Prov~@ed, That where such proprietor is required 
to pay tax pursuant to return on Form 2521 as provided in $ 170. 51, 
he shall, before filing Form 2607 as provided in $ 201. 176 of this 
chapter, file a return on Form 2521 with remittance in the full amount 
of any unpaid. tax for which liability was assumed by him under sec- 
tion 5174(a) (2), I. R. C. 

INVENTORIES AND RECORDS 

$ 170. 58 EsTABLIsHMENT oF CoNTRCLLED STocK INvENTQRY. — Eacli 
proprietor of bottling premises shall, before commencing business on 
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or after the efi'ective date of this subpart, take a physical inventory of 
his controlled stock. Such inventory shall show all quantities in proof 
gallons and shall be taken under such supervision, or verified in such 
manner, as the assistant regional commissioner may require. 

f 170. 59 INvENToRIE8 oF CoNTRoLLED STocK. — Each proprietor of 
bottling premises shall establish an inventory, in proof gallons, of his 
controlled stock on hand as of the close of each return period. The 
inventory shall differentiate between stocks of mixtures and products 
which derive less than half of their proof gallon content from tax-de- 
termined spirits and other controlled stocks. For the return periods 
ending June 80 and December 81 of each year, and for such other re- 
turn periods as may be required by the assistant regional commis- 
sioner, physical inventories shall be taken. Physical inventories 
required under the provisions of this section shall be taken under such 
supervision, or verified in such manner, as the assistant regional com- 
missioner may require. Whenever a physical inventory of controlled 
stock is to be taken, the proprietor shall, at least five business days in 
advance, advise the assistant regional commissioner of the date and 
time he will take such inventory. 

$ 170. 60 REcoRD oF INVRNTORiEs. — Each proprietor of bottling 
premises shall prepare a record of each required physical inventory of 
controlled stock taken by him under the provisions of this subpart, 
The record of each such inventory shall show the following: 

(a) as to containers (inclucling uncased bottles), the kind, size, and 
serial number where applicable, of each container, and the kind, and 
quantity in proof gallons, of spirits contained therein; 

(b) as to cases of bottled. spirits, the kind of spirits therein, the num- 
ber and size of bottles per case, the proof gallons per case, and the 
number of such cases; and 

(c) the total proof gallons of the inventory. 
The provisions of $ 201. 627 of this chapter relating to the signing 

and retention of inventories shall be applicable to the signing and re- 
tention of inventories required by this subpart. 

$ 170. 61 SOMMAm- REcoRDs. — Each proprietor of bottling premises 
qualified to defer payment of ta, x under the provisions of this subpart 
shall, in addition to the records required under the provisions of 26 
CFR Part 201, prepare summaries, in proof gallons, of additions to 
and removals from controlled stock as follows: 

(a) Doily summary of additions to controlled stoep. — Additions to 
controlled stock shall be sumni;irized daily, showing separately (1) 
spirits received on withdrawal from internal revenue bond under sec- 
tion 5174 (a) (2), I. R. C. , and (2) all other additions to controlled stock. 
Each summary shall be supported, as applicable, by copies of. Forms 
179 covering spirits withdrawn from internal revenue bond on deter- 
mination of tax; by invoices or other commercial documents covering 
other tax-determined domestic spirits received for rectification or bot- 
tling; by batch records, Forms 122, reporting imported spirits (other 
than those received from internal revenue bond), alcoholic fiavoring 
materials, wines, and products made with wine, dumped for use in 
rectified distillecl spirits products; and by Forms 122 covering re- 

turned distilled spirits products dumped for reprocessing or rebottling. 
(b) Doily summory of remoeols from controlled stock. — In addition 

to the daily summary of removals required under $ 201. 623 (h) of this 
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chapter, removals from controlled stock shall be summarized Ilaily, 
showing separately (1) removals, (2) spirits voluntarily destroyed, 
(8) determined breakage after completion, and determined casualty 
losses, and (4) losses or gains disclosed by inventories: Provided, That 
removals in cases may, in lieu of being reported in the proof gallon total 
of removals, be recorded in the summary by number of cases, wine 
gallons per case, and proof of the contents but, if that is done, the 
proprietor shall, on request by an internal revenue OKcer, promptly 
convert the quantities of such removals to proof gallons. Each sum- 
mary shall be supported, where applicable, by records showing' the 
name and address of each consignee. 

(c) Summory of controlled stock operotlons for return period. — 
At the close of each return period, a summary shall be prepared for 
that return period showing: 

(1) Spirits received on withdrawal from internal revenue bond. 
under section 5174 (a) (2), I. R. C. ; 

(2) Other additions to controlled stock; and 
(8) Removals of controlled stock (total proof gallons of items 

required by paragraph (b) of this section tobe summarized daily). 
A copy of each return period summary required by this paragraph 
shall be delivered to the assi~mIed Ofhcer on or before the third business 
day preceding the due date for filing the return for that period. 

$ 170. 62 REcoRD oF TAX LIABILITY. — Each proprietor of bottling 
premises qualified to defer payment of tax under the provisions of this 
subpart shall maintain a record of the tax-determined liability as- 
sumed by him on spirits v ithdrawn from internal revenue bond under 
the provisions of section 5174(a) (2), I. R. C. Such record shall show, 
in chronological order, the tax liability on each lot of such spirits 
received on the bottlin~g premises (unless previously entered therein 
as required by this section), the amount of tax paid and credited with 
each return, and the daily balance of outstanding liability on spirits 
received on the bottling premises. Each entry on the record shall 
show, as to each receipt of. spirits, the date of receipt, the serial num- 
ber of the withdrawal Form 179, and the liability assumed; and as to 
each tax return on Form 4077, the period covered by the return, the 
date filed, and the amount credited and paid. Where an entire lot of 
spirits wi~thdrawn from internal revenue bond under the provisions 
of section 5174(a) (2), I. R. C, , is lost prior to receipt on the bottling 
premises, the proprietor shall, at the time he makes the report required 
by $ 201. 484 of this chapter, enter the total tax liability on such spirits 
in his tax liability accounting; and where any lot of spirits so with- 
drawn has been in transit for two return periods following the return 
period in which falls the 21st day after the date of the certificate of 
tax determination on the withdrawal form, the liability thereon, if not 
previously entered into the tax liability accounting, shall, at the begin- 
ning of the third return period next succeeding that in w~hich fell the 
said 21st day, be entered by the proprietor in his tax liability account- 
ing. The record shall a'iso show, as of the close of each return period, 
but not as a part of the tax liability accounting, the serial numbers 
of the Forms 179 and the tax liability assumed thereon, for those spirits 
which were in transit at the close of each return period, showing sep- 
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arately those which were in transit less than 21 days and. those which 
were in transit 21 days or more. 

$ 170. 68 CREDITs AGAINs T AssUMED LIABILITY'. — Notwithstanding 
any provisions of this subpart with respect to the method of computmg 
the tax to be paid with the return on Form 4077, or of maintaining 
records of tax liability, amounts paid or credited on returns 61ed undeI 
the provisions of f 170 46 shall be considered to be in satisfaction of 
the oldest outstanding liability in respect of tax-determined spirits 
withdrawn uneler the provisions of section 5174. (a) (2), I. R. C, 

This Treasury Decision shall become effective on the first day of the 
first month which begins not less than 80 days after the date. of its 
publication in the Federal Register. 

(This Treasury Decision is issued under the authority contained in 
section 7805 of the Internal Revenue Code (68A. Stat. 917; 26 U. S. C. 
7805). ) 

SHELDON S. COHEN 
Commissioner of Internat Revenue. 

Approved February 28) 1966. 
STANLEY S. SURREY) 

Assistant Secretary of the Treasui:y. 

(Filed by the Division of the Federal Register on February 25, 1966, 6;46 
a, m. , and published in the issue of the Federal Register for February 26, 1966, 
31 F. R. 3178) 

SUBCHAPTER C. — OPERATION OF DISTILLED SPIRITS PLANTS 

PART I. — GENERAL PROVISIONS 

SECTION 5205. — STAMPS 
26 CFR 251. 72: Exportation of imported dis- 

tilled spirits; red strip stamps. 
(Also Sections 5114, 5818, 5555; 251. 185) 

251. 186) 251. 184. ) 

T. D. 6875 ' 

TITLE 26 — INTERNAL REVENUE. — CHAPTER I) SUBCHAPTER E) PART 251. — 
IMPORTATION OF DISTILLED SPIRITS) WINES) AND BEER 

Miscellaneous amendments 

DEPARTMENT OF THE TREASURY) 
OFFIGE OF COMMISSIONER OF INTERNAL REVENUE) 

OFFICE OF CO5IMISSIONER OF CUSTOMS) 
W'ashi ng ton, D. C. ) 808'4 

To Ogcers and E7np/oyees of the Interna'tRevenne Service and Others 
Concerned: 

On December 8, 1965, a notice of proposed rulemaking to amend. 
26 CFR Part 251 was published in the Federal Register (80 F. R. 
15172). In accordance with the notice, interested persons were af- 

i 31 F. R. 2377. 
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forded an opportunity to submit written comments or suggestions 
pertaining thereto. No comments or suggestions were received within 
the 30-day period prescribed. in the notice, and the following amend- 
ments to the regulations are hereby adopted. 

In order to (1) provide for the voiding of red strip stamps attached 
to bottles of imported spirits diverted for exportation, (2) eliminate 
the requirement that the customs officer make entries on I&'orm 1444, 
(3) prescribe the number of copies to be prepared for certain notices 
and applications, and (4) make minor editorial changes, the regula- 
tions in 26 CFR Part 251, Importation of Distilled. Spirits, Wines, 
and Beer, are amended as follows: 

PARAGRAPH 1. Section 251. 65a is amended to require the notice re- 
questing an extension of time for making a final accounting of strip 
stamps to be filed in duplicate. A. s a~mended, $251. 65a reads as 
follows: 

$251. 65a ExTENEION oF TIME FoR FINAL AccoUNTING oF STRIP STAMPs. — 
Where an importer is not able, within the eighteeu-month period prescribed in 
)$ 251. 64 and 251. 65, or within any extension period which might be granted in 
this section, to give a complete accounting for all strip stamps issued with respect 
to any requisition on Form 428 in the manner prescribed in this part, he shall 
notify the collector of customs, in writing, in duplicate, prior to the expiratiou 
of the eighteen-month period or any extension period granted under this section, 
setting forth all pertinent facts and requesting au extension of time wherein to 
make his fina accountiag. If satisfied that the circumstances warrant an ex- 
tension of time, the collector of customs may grant an extension, or extensions, 
not to exceed a total of twelve months. If any application is made for a further 
extension of time, the collector of customs shall submit it, with his recommenda- 
tion, to the Commissioner of Customs, who may, when the circumstances war- 
rant, grant an additional extension of time. Where the collector of customs is 
not satisfied with the reasons given for requesting an extension of time, he shall 
proceed as prescribed ia $ 251. 92. (72 Stat. 1858; 26 U. S. C. 5205. ) 

PAR. 2. Section 251. 72 is amended to provide for the voiding, when 
so authorized by the collector of customs, of red strip stamps attached 
to bottles of imported spirits diverted for exportation. As amended, 
( 251. 72'reads as follows: 

f 251. 72 ExPCRTATICN oF IMPCRTED DIsTILLED SPIRITS; RED STRIP STAMPs, — 
When imported distilled spirits to which red strip stamps were affixed prior to 
arrival in the United States are diverted for exportation purposes by the im- 
porter, the strip stamps shall be effectively destroyed by the importer under 
customs supervision, prior to exportation: Provided, That the collector of 
customs may authorize the importer to void, rather than destroy, such strip 
stamps under customs supervision. When voiding of red strip stamps has been 
authorized, they shall be voided by legibly stamping thereon, with indelible 
ink and ia bold face capital letters no smaller than 10-point type, the word 
"VOIDED" or the word "CANCELLED. " Red strip stamps affixed to distilled 
spirits originating in the United States, evidencing the tax or indicating com- 
pliance with the provisions of chapter 51, I. R. C. , shall not be removed at or 
prior to the time of exportation. (72 Stat. 1858; 26 U. S. C. 5205. ) 

PAR. 3. Section 251. 73 is amended to provide for the destruction of 
red strip stamps, rather than to refer to $ 251. 72 for such provision. 
As amended, $ 251. 73 reads as follows: 

$ 251. 78 WITHDRAwAL WITHQUT PAYMENT CF TAx: RED STRIP STAMPs. — Red 
strip stamps affixed to imported distilled spirits to be withdrawn from customs 
custody free of tax for entry into the United States shall be effectively destroyed 
by the importer, his agent, or the subsequent purchaser, under customs super- 
vision, prior to such tax-free withdrawal. (72 Stat. 1858; 26 U. S. C. 5205. ) 
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PAR. 4. Section 251. 91 is amended to reflect the change in g 251, 72 

as to voiding red strip stamps. As amended, II 251. 91 reads as follows: 

$ 251. 01 CREDIT FOR RED STRIP STAMPS AFFIXED To CONTAINERS DIVERTED 

TEIE IMpoRTER FoR KxpoRTATIoN. — When red strip stamps are destroyed or voided 
under the provisions of $ 251. 72, the importer may be given credit for such stamps 
if he obtains from the supervising customs officer a certificate regarding the 
destruction or voiding and submits the certificate to the collector of customs. 
collector of customs shall, on receipt of the certificate, credit the original applica- 
tion for the stamps and the importer shall make appropriate entries on his strip 
stamp record. (72 Stat. 1858; 26 U. S. C. 5205. ) 

PAR. 5. Section 251, 185 is amended to require that application, in 
triplicate, be filed for modification of Form 52A& 52B, or 888. As 
amended, f 251. 185 reads as follows: 

5 251, 185 Foa~s To BE PRovIDED RY UEERs AT OWN EXPENSE. — Forms 52A. 
52B, and 888 shall be provided bv importers at their own expense, but must be iII 
the form prescribed: Provided, That with the approval of the Director, of an 
application, in triplicate, the forms may be modified to adapt their use to tabu- 
lating or other mechanical equipment. (72 Stat. 1842, 1895; 26 U. S. C. 5114, 
5555. ) 

PAR. 6. Section 251. 186 is amended to require that the application 
to keep files at a location other than the importer's place of business 
be filed in duplicate. As amended, $ 251. 186 reads as follows: 

g 251. 186 FILINS. — If the importer maintains looseleaf records of receipt or 
disposition, one legible copy of each such record shall be marl-ed or stamped 
"Government File Copy, " and shall be filed not later than the close of the busi- 
ness day next succeeding that on which the transaction occurred. All records 
required by this part, and legible copies of all reports required by this part to be 
submitted to the assistant regional commissioner or to the collector of customs, 
shall be filed separately, chronologically, and in numerical sequence within each 
date, at the importer's place of business to which they relate: Provided, That 
on application, in duplicate, the assistant regional conimissioner may authorize 
the files, or any individual files, to be maintained at other premises under control 
of the iinporter, if he finds that such maintenance will not delay the timely filing 
of any document, or cause undue inconvenience to internal revenue or customs 
officers tlesiring to examine such files. Supporting documents, such as consignorz' 
invoices, delivery receipts, or bills of lading, or exact copies thereof, may be filed 
in accordance with the importer's customary practice. Documents supporting 
records of disposition shall have noted thereon the serial numbers of the records 
of disposition to which they refer. (72 Stat. 1842, 1345, 1861, 1805; 26 U. S. C. 
5114, 5124, 5207, 5555. ) 

PAR. 7. Section 251. 184 is amended to eliminate the requirement for 
entries on Form 1444 by the customs officer. As amended, $ 251. 184 
reads as follows: 

$ 251. 184. Cvs TOMS GAvoE AND RzaEAREi — Where the appropriate permit, Form 
1444, is on file, and on receipt of entry for release of distilled spirits, the spirits 
shall be gauged by a customs officer, who shall prepare a report of gauge on Form 

2620, in triplicate. The distilled spirits may then be released free of tax for 

shipment to the United States or governmental agency thereof named in the 

permit, Form 1444. The customs officer shall state on each copy of Form 262& 

the permit number of the Form 1444 under which the distilled spirits were with 

drawn. Thc original of Forni 2620 shall be retained by the collector of customs, 
one copy shall be forwarded to the govermnental agency to whom the distilled 
spirits are consigned, and one copy shall be forwarded to the Director. (72 Stat. 
1875; 26 U, S. C. 5818. ) 

This Treasury Decision shall become effective on the first, day of the 

first month which begins not less than 80 days after the date of its 
publication in the Federal Register. 
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'(This'Treasury Decision is issued under the authority contained in 
section 7805 of the Internal Revenue Code (68A Stat. 917; 26 U. S. C. 
7805) . ) 

SHELDON S. COHEN) 
Commissioner o f Internal Revenue. 

EDwIN F. R~INs, 
Acting Conlmisw'oner of Customs. 

Approved January 28, 1966. 
STANLEY S. SURREY; 

Assistant Secretary of the Treasury. 

(Filed l&y the Division of the I&'ederal Register on Feb. 3, 1966, 8:46 a, m. , and 
published in the issue of the Federal Register for Feb. 4, 1966, 31 F. R. 2377) 

PART II. — OPERATIONS ON BONDED PREMISES 

Subpart A. — General 

SECTION 5214. — WITHDRAWAL OF DISTILLED SPIRITS 
FROM BONDED I REMISES FREE OF TAX OR WITHOUT 
PAYMENT OF TAX 

26 CFR 201. 11: Mearting of terms, 

Terms "spirits or distilled spirits" do not include denatured 
spirits. See Rev. Rul. 66 — 99, below. 

26 CFR 201. 601: Samples for analysis or 
testing. 

(Also 201. 11. ) 

Rev. Rul. 66 — 99 

Where denatured distilled spirits are sold subject to approval as 
to the quality of the undenatured alcohol used to produce them, 
distilled spirits plant proprietors may withdraw samples of the 
undenatured alcohol, free of tax, and furnish such samples to their 
customers. 

Revenue Ruling 61 — 63, C. B. 1961 — 1, 806, amplified. 

Advice has been requested as to whether a distilled spirits plant 
proprietor may withdraw samples of undenatured alcohol from his 
closed distilling system, or from containers on his bonded premises, 
and furnish such samples free of tax to his specially denatured alcohol 
user customers for their use in determining if such alcohol will be 
suitable for producing the specially denatured alcohol which they 
will purchase from him. 

In defining the terms "spirits" or "distilled. spirits, " as used in 
26 CFR Part 201, 26 CFR 201, 11 states that, such terms shall not 
include denatured spirits unless specifically stated. 

With reference to tax-free samples of distilled spirits, 26 CFR 
201. 601 includes, among others, a provision which states that "~ * * 
w'here spirits are sold subject to approval as to quality a sample may 
be furnished the purchaser. " Since this provision does not include 
a specific reference to denatured spirits, it would seem that it does 
not apply to denatured spirits. It is held, however, that it is n. ot 
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the intent of the regulations to be more restrictive as to the furnishing 
of' samples of spirits where denatured spirits are being sold than 
where undenatured spirits are being sold. Therefore, within the 

rovisions of 26 CFR 201. 601, distilled spirits plant proprietors who 
ave entered into bona fide agreements, either written or oral, to sell 

specified quantities of denatured spirits, subject to the purchasers' 
approval of the quality of the undenatured spirits used therein, may 
furnish tax-free samples of the undenatured spirits to such purchasers. 

This Revenue Ruling amplifies Revenue Ruling 61 — 68, C. B. 1961 — 1, 
806, to the extent that it recognizes that tax-free samples of distilled 
spirits may be furnished to purchasers of specially denatured spirits 
under the conditions stated above. 

Subpart D. — Deuaturation 

SECTION 5242. — DENATURING MATERIALS 

26 CFR 212. 15: General. 

Authorization for use of specially denatured alcohol formulas not 
specifically provided for. See Rev. Rul, 66 — 8, below. 

Rev. Rul. 66-8 26 CFR 212. 57: Formula No. 40. 
(Also 212. 15, 212. 65. ) 

26 CFR 212. 57 prescribes the use of brucine (alkaloid), brucine 
sulfate, or quassin as denaturants authorized in the production of 
specially denatured alcohol Formula No. 40. 

For a temporary period ending December 81, 1965, Revenue Ruling 
65 — 177, C. B, 1965-2, 507, authorized additional options in the pro- 
duction of Formula ko. 40 not requiring the use of brucine (alkaloid) 
or brucine sulfate which were in short supply. 

Because of the apparent continued shortage in the available supply 
of brucine and, also, because of the current shortage in the supply of 
quassin, the Director, Alcohol and Tobacco Tax Division, has been 
requested to extend the temporary options authorized by Revenue 
Ruling 65 — 177, and to provide for the temporary use of other options 
in the production of Formula No. 40. 

Accordingly, the two options provided for by Revenue Ruling 65- 
177 and two additional options are authorized for a temporary period, 
under the authority of 26 CFR 212. 65, in the production of Formula 
No. 40. Withdrawals from distilled spirits plant premises of For- 
mula No. 40 made under these options will be limited to a 6-montli 

period beginning January 1, 1966. The options are as follows: 

(a) One pound of sucrose octa-acetate and i/4 gallon of tert. -butyl 

alcohol; or 
(b) Two avoirdupois ounces of sucrose octa-acetate, &/s gallon of 

tert. -butyl alcohol, and —, '-, avoirdupois ounce of denaturing grade 

benzyldiethyl (2:6 xylylcarbamoyl methyl) ammonium benzoate 

(Bitrex (THS — 839) ); or 
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(c) ~/4 gallon of tert. -butyl alcohol, and ~I+ avoirdupois ounce of 
denaturing grade, benzyldiethyl (2: 6 xylylcarbamoyl methyl) am- 
monium benzoate (Bitrex (THS — 889) ); or 

(d) Three gallons of text. -butyl alcohol. 
. Option (d) above will be permitted, under the authority of 26 CFR 

212. 15(b), to be used only in the manufacture of products which will 
be packaged in pressurized containers. 

Revenue Ruling 65 — 177 is hereby superseded. 

26 CFR 212. 65: General. 

Authorization for substitute denaturants. See Rev. Rul. 66 — 8, 
page 816. 

SUBCHAPTER E. — GENERAL PROVISIONS RELATING TO DISTILLED 
SPIRITS 

PART IIL — MISCELLANEOUS PROVISIONS 

SECTION 5~418. WITHDRAWAL OF DISTILLED SPIRITS 
I'ROM CUSTOMS CUSTODY FREE OF TAX FOR USE OF 
TIIE UNITED STATES 

26 CFR 251. 184: Customs gauge and release. 
Elimination of requirement for noting withdrawals on Form 1444. 

See T. D. 6875, page 812. 

SUBCHAPTER F. — BONDED AND TAXPAID WINK PREMISES 

PART II. — OPERATIONS 

SECTION 5867. — RECORDS 

Procedures for reporting amelioration and sweetening of wine by 
winemakers. See Rev. Pr~oc. 66 — 2, page 509. 

26 CFR 240. 014b: Record of sweetening. 

Records of sweetening maintained by proprietor of bonded wine 
cellar. See T. D. 6880, page 818. 
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PART III. — CELLAR TREATMENT AND CLASSIFICATION OF WINE 

SECTION 5382. — CELLAR TREATMENT OF NATURAL WINE 

26 CFR 240. 18: Amelioration. T. D. 6880 ' 
(A. iso Sections 5367, 5888, 5884, 5885, 5392; 

240. 854, 240. 366, 240. 409, 240. 430, 240. 914 
(b) ) 

TITLE 26 — INTERNAL RKVENVK. — CHAPTER It SLIECHAPTKR Ei PART 240. — 
WINK 

Amelioration and sweetening of wine 

DEPARTMENT OF THE TREASURY) 
Ol"FICE or COB'IMISSIONKR OI INTERNAL REVENVE) 

Washington, D. C. , 808@ 

To Off' cers and Envptoyees of the Inter nat Ret entte 8ereice and Others 
Concerned: 

On December 7, 1965, a notice of proposed rule making to amend 26 
CFR Part 240, in order to implement the provisions of section 806 
(b) and (c) of Public Law 89 — 44 [C. B. 1965 — 2, 568], with respect to 
(a) amelioration and sweetening of wine, (b) the use of sugar in the 
production of wine, and (c) the total solids content of wine; and to 
make conforming amendments, was published in the Federal Register 
(80 F. R. 15099). In accordance with the notice, interested persons 
were afForded an oppoltunity to submit written comments or sugges- 
tions pertaining thereto. No comments or suggestions were received 
within the 15-dray period prescribed in the notice; however, after fur- 
ther consideration of the proposed amendments, the following amend- 
ments to the regulations are hereby adopted: 

PAa, ~oRAPH 1. Section 240. 18 is amended to redefine the term "Ame- 
lioration. " As amended, g 240. 18 reitds as follows: 

f 240. 13 AMELIORATION. — "Amelioration" shall meau the addition to juice 
or wine, before, during, and after fermentatiou, of either water or pure sugar, 
or a combination of water and pure sugar, or liquid sugar or invert sugar syrup, 
to adjust the acid content or to develop alcohol by ferlnentation. 

$ f 240. 30 and 240. 36 [REvoitEn] 

PAR. 2. Sections 240. 80 and 240. 36 are revoked. 
PAR. 3. Section 240. 40 is amended to redefine the term "Pure sugar. " 

As amended, I) 240, 40 reads as follows: 

$ 240. 40 pvEE Svoau. — "pure sugar" shall mean pure refined sugar, suitable 
for human consumption, having a dextrose equivalent of not less than 95 percent 
on a dry basis, and produced from cane, beets, or fruit, or from grain or other 
sources of starch: Provided, That invert sugar syrup produced from such pure 
sugar by recognized methods of iuversion may be used to prepare auy sugar 
syrup, or solution of water and pure sugar. 

PAR. 4. Section 240. 40a is amended to redefine the term "Liquid 
sugar. " As amended, f 240. 40a reads as follows: 

' The publication of this Treasury Decision in 31 ILR, 3451, dated Mar. 5, 1966, contains 
(I) instructions for modifying the notice of proposed rulemaking published in 30 F. R. 
15099, dated Dec. 7, 1965, and (2) the full context of the regulations with such modifica- 
tions. As here published, the Treasury Decision resects the full context of such regulations, 
with modi6cations. The individual instructions have been omitted. 
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$ 240. 40a LIqum SIIGAR. — "Liquid sugar" shall mean a substantially colorless 
pure sugar and water solution containing not less than 60 percent pure sugar by 
weight (60 degrees Brix). 

PAR. 5. A new section, $ 240. 40c, is added nmnediately following 
() 240. 40b to de6ne the term "Sugar. " As added, $ 240. 40c reads as 
follows: 

$240. 40c SGGAR. — "Sugar" shall mean pure sugar, liquid sugar, and invert 
sugar syrup. 

$ 240. 42 [REvoKED] 

PAR. 6, Section 240. 42 is revoked. 
PAR. 7. Section 240. 46 is amended to rede(ine the term "Specially 

sweetened natural wine. " As amended, 
Im 

240. 46 reads as follows: 
( 240. 46 SPEcIALLY SwEETENED NATCRAL WINE. — "Specially sweetened natural 

wine" shall mean a product having a total solids content in excess of 17 percent 
by weight and an alcohol content of less than 14 percent by volume, made in 
accordance with the provisions of section 5385, I. R. C. , and Subpart R of this part. 

PAR. 8. Section 240. 168 is amended to delete references to inter- 
mediate storage, reserve storage, and pernlanent storage. As amended, 
$ 240. 163 reads as follows: 

$240. 163 MARKINGs oN FERMENTING AND STCRAGE TANKs. — Each tank used for 
the fermentation or storage of wine or for addition of Ivine spirits to wine 
will be marked with a permaneut serial number and the capacity in wine gallons. 
Tanks of uniform dimensions from top to bottom shall be marked in addition 
with the capacity per inch of depth. Each tank will be marked to show its 
current use, either by permanent markings or by removable signs of durable 
materials. The use will be shown as "Fermenting Tank" (or "Fermenter"), 
"Storage Tank, " or "Wine Spirits Addition Tank, " and may be abbreviated to 
the initial letters if desired. Notification to the assistant regional commissioner 
is not required when changing the use and designation of such tanks, but only 
tanks approved for use in the addition of wine spirits to wine as provided in 
f 240. 198 may be used for that purpose. A single series oi numbers will be used 
for all fermenting, storage, and wine spirits addition tanks, except that sepa- 
rate series, preceded by an identifying letter, may be used for tanks in different 
buildings or rooms, if desired. (72 Stat. 1379; 26 U. S. C. 5357. ) 

PAR. 9. Section 240. 221 is amended to delete the parenthetical ref- 
erence to wine in intermediate storage. As amended, $ 240. 221 reads as 
follows: 

$240. 221. Boxn, FoRM 700. — Each proprietor of a bonded wine cellar shall 
give bond, Form 700, for the payment of taxes imposed by the United States, 
including rectification and occupational taxes aud penalties and interest, for 
which the proprietor shall become liable to the United States, respecting wine 
an'd wine spirits and the operation of the bonded wine cellar, whether the 
transaction or operat on upon which the liability of the proprietor is based 
occurred on the bonded wine cellar premises (including transfers between non- 
contiguous portions thereof), or in transit, and for the faithful compliance, 
without fraud or evasion, with all requirements of the laws of the United States 
and re~ations made in conformity therewith respecting wine and Ivine spirits 
and the operation of the bonded wine cellar. The penal sum of the bond shall 
be not less than the tax on all wine and wine spirits possessed at the bonded 
wine cellar, in transit to the bonded wine cellar, ~inc spirits authorized to be 
withdrawn under approved applications, or wine or wine spirits unaccounted for, 
at any one time, and the tax on all wine removed for export or for use as supplies 
on vessels or aircraft, but not exported or otherwise accounted for. The penal 
sum of the bond shall be not less than $1, 000 or more than $50, 000, except that 
where the amount of tax exceeds $250, 000, the penal sum of the bond shall be 
$100, 000: Provided, That the obligation on Form 700 shall not apply with respect 
to taxes in excess of $100 which have been determined tor deferred payment upon 
removal of the wine from the bonded wine cellar, or transfer to a taxpaid 
Ivine room on the bonded wine cellar premises. (72 Stat. 1379; 26 U. S. C. 5354. ) 
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PAR. 10. Section 240. 854 is amended to authorize the use in standard 
Ivine of pure sugar as redefined in $ 240. 40. As amended, $ 240. 854 
reads as follows: 

(240. 854 SvoAR — If dry sugar is to be used in the production of standard 
wine, only pure sugar, as defined in 5 240. 40, may be used. If a solution of water 
and pure sugar is to be used, liquid sugar, or invert syrup produced from pure 
sugar by recognized methods of inversion, may be used in the preparation of such 
solution. The use of mixtures of either different kinds of dry sugar or of different 
kinds of liquid sugar is permissible. (72 Stat. 1887, as amended; 26 U. S. C. 5392. ) 

PAR. 11. Section 240. 860 is amended to delete the reference to total 
sugar solids As amended, $ 240, 860 reads as follows: 

$ 240. 860 GENERAL. — Natural grape wine is the product of the juice of sound, 
ripe grapes, made with cellar treatment authorized by this part and having a 
total solids content subject to limitations stated in this subpart, but the total 
solids content of the wine shall in no case exceed 21 percent by weight. (72 Stat. 
1888, as amended, 1384, as amended; 26 U. S. C. 5881, 5882, 5888. ) 

PAR, 12. Section 240. 862 is amended to delete the requirement that 
the liquid in fermenters must be reported as wine produced within 80 
days after deposit therein or be transferred to intermediate storage, and 
to require that the quantity of liquid in fermenters at the close of each 
month shall be reported on Fo™ 702. As amended, f 240. 862 reads as 
follows: 

$ 240. 362 CRU8HING AND FERMEÃTATIDN. — Water aiided at the time of crush- 
ing, including that necessary to flush equipment, may not reduce the density of 
the juice below 22 degrees Brix, in the production of natural wine: provided, 
That if the total solids content of the juice is less than 28 degrees Brix, water 
used to flush equipment shall reduce the total solids content of the juice less than 
one degree Brix, (This limitation does not apply where water is used in the 
production of wine from high acid grapes; however, the limitations stated in 
( 240. 366 are applicable. ) Upon removal of wine from fermenters, the quantity 
of liquid will be determined accurately and recorded as wine produced. The 
quantity of liquid in fermenters at the close of each month shall be reported on 
Form 702 in the part of the form provided specifically therefor. (72 Stat, 1381, 
1883, as amended; 26 U. S. C. 5867, 5882. ) 

PAR. 18. Section 240. 868 is amended to prescribe procedures for the 
sweetening, with juice or sugar, of natural grape wine made without 
the use of sugar. As amended, $ 240. 868 reads as follows: 

$ 240. 368 SwEETENIivo oF NATURAL GRAPE WINE PRoDUcED WITHDUT THE USE 
oF SUGAR. — Natural grape wine produced without the use of sugar may be sweet- 
ened with concentrated or unconcentrated grape juice, before or after the addi- 
tion of wine spirits; the only limitation being that the total solids content of 
the finished wine shall not exceed 21 percent by weight. Any natural grape wine 
produced without the use of sugar and containing less than 12 percent by weight 
of total solids, may be sweetened, after removal from fermenters. with pure drv 
sugar or liquid sugar if the total solids content of the finished wine does not 
exceed 12 percent by weight and the alcoholic content of the finished wine after 
sweetening is less than 14 percent by volume: Provided, That the use under this 
section of liquid sugar shall be so limited that the resulting volume will not 
exceed the volume which could result from the maximum authorized use of pure 
dry sugar only. The gallons of wine before and after sweetening shall be deter- 
mined and entered on the record provided for in f 240. 908. Where wine is sweet- 
ened with pure dry sugar or liquid sugar, show in such record which of those 
was used, (72 Stat. 1388, as amended, 1384, as amended, 1887, as amended; 26 
U. S. C. 5882, 5888, 5892. ) 

PAR. 14. Section 240. 866 is amended to authorize the addition of 
ameliorating material after fermentation, and to delete the require- 
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ment that ameliorating material may be added only in fermenters or 
intermediate storage. As amended, $ 240. 366 reads as follows: 

$ 240. 866 LIHITB. TIDNS oN AMELIDEATIDN. — In producing wine from grapes 
or grape juice having a high acid content, there may be added to the juice or 
to the wine, or both, ameliorating material consisting of either water, pure dry 
sugar, a combination of water and pure dry sugar, liquid sugar, or invert sugar 
syrup. The total volume of ameliorating material shall not reduce the natural 
fixed acid content of the juice and ameliorating material combined to less than 
five parts per thousand. The acid content shall be determined before fermenta- 
tion, and calculated as tartaric acid. The volume of ameliorating material shall 
not exceed 85 percent of the total volume of the ameliorated juice or wine 
(calculated exclusive of pulp). The ameliorating material may be added before, 
during, or after fermentation. Where ameliorating material is added after fer- 
mentation, the gallons of wine before and after such addition shall be determined 
and entered on the record provided for in $ 240. 908. See Subpart XX of this 
part for tables showing the maximum quantity in gallons of ameliorating material 
that may be added to each 1, 000 gallons of juice (exclusive of pulp) based on the 
acid expressed in parts per thousand of tartaric acid. (72 Stat. 1884, as 
amended; 26 U. S. C. 5888. ) 

PAR. 15. Section 240. 367 is amended to delete the requirement that 
the liquid in fermenters must, be reported as wine produced within 30 
days after deposit therein or be transferred to intermediate storage, 
and to require that the quantity of liquid in fermenters at the close of 
each month shall be reported on Form 702. As amended, $ 240. 367 
reads as follows: 

) 240. 867 REcoRD oF PaonvcTTON. — Upon completion of fermentation and re- 
moval from fermenters, the quantity of liquid will be determined accurately 
and recorded as wine produced. The quantity of liquid in fermenters at the close 
of each month shall be reported on Form 702 in the part of the form provided 
specifically therefor. (72 Stat. 1881, 1884, as amended; 26 U. S. C. 5867, 5888. ) 

PAR. 16. Section 240. 368 is amended to prescribe procedures for the 
sweetening, with juice or sugar, of natura, l grape wine made with the 
use of sugar. As amended, $ 240. 368 reads as follows: 

$ 240. 868 SwEETENING oF NATCRAL GBAPE WINE PRQDUcED WITH THE USE oF 
Svms. — (a) use of concentrated or unconcentrated juice. — Any natural grape 
wine produced with the use of sugar may be sweetened, with concentrated or un- 
concentrated grape juice, before or after the addition of wine spirits; the only 
limitation being that the total solids conteut of the finished wine shall not 
exceed 21 percent by weight, 

(b) Use of pure dry sugar or liquid, sugar. — (1) Any natural grape wine pro- 
duced with the use of sugar and containing less than 12 percent by weight 
of total solids, may be sweetened, after removal from the fermenters, with pure 
dry sugar or liquid sugar, if the total solids content of the finished wine does 
not exceed 12 percent by ~eight and the alcoholic content of the finished wine 
after sweetening is less than 14 percent by volume: Pronided, That the use under 
this subparagraph of liquid sugar shall be limited so that the resulting volume 
will not exceed the volume which could result from the maximum authorized use 
of dry sugar only. 

(2) Any natural grape wine of a winemaker's own production, produced under 
the provisions of f 240. 865, may be sweetened, after removal from fermenters, 
with pure dry sugar or liquid sugar: ProvMed, That the total solids content of the 
finished wine shall not exceed 17 percent by weight if the alcoholic content is 14 
percent or more by volume, and shall not exceed 21 percent by weight if the 
alcoholic content is less than 14 percent by volume: Provided further, That the 
volurue of finished wine shall not exceed the volume of the juice from which pro- 
duced and total allowable ameliorating material by more than 0. 0675 gallon 
per gallon of juice and ameliorating material combined. 

(8) Where wine is sweetened under the provisions of subparagraph (1) of 
this paragraph, the gallons of wine before and after sweetening shall be deter- 
mined and entered on the record provided for in $ 240. 908; where wine is sweet- 
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ened with pure dry sugar or liquid sugar, show in such record which of those was 
used. Where wine is sweetened under subparagraph (2) of this paragraph, a 
record of such sweetening shall be kept in accordance with $240. 914b. (72 
Stat. 1884, as amended; 26 U. S. C. 5888. ) 

$$ 240. 369 through 240. 878 [REvoKEn] 

PAR. 17. Sections 240. 369, 240. 370, 240. 371, 240. 372, and 240. 878 are 
revoked. 

PAR. 18. Section 240. 874 is amended to delete the reference to reserve 
inventory and to prescribe requirements respecting the addition of 
wine spirits to wine, in general, and to ameliorated wine. As amended, 

Io 240. 874 reads as follows: 

$ 240. 874 GENEaaL. — Grape wine spirits may be added only to natural grape 
wine of the proprietor's own production. The wine spirits may be added only 
in wine spirits addition tanks approved as provided in $ 240. 198. If the wine 
has been ameliorated, wine spirits may be added only if the juice or wine con- 
tains less than 14 percent of alcohol by volume at the time of such addition 
unless wine spirits were previously added. The wine spirits will be procured 
as provided in Subpart PP of this part and will be added to the wine under 
the supervision of an internal revenue ofiicer. The proprietor will advise the 
assistant regional commissioner, or other designated oificer, in suificient time that 
an internal revenue oificer may be assigned. The assistant regional commissioner 
may permit the addition of wine spirits without supervision. (72 Stat. 1881, 
1882, 1888, as amended, 1884, as amended; 26 U. S. C. 5866, 5878, 5382, 5888. ) 

PAR. 19. Section 240. 402 is amended to delete the requirement. that 
the liquid in fermenters must be reported as wine produced within 80 
days after deposit therein or be transferred to intermediate storage, 
and to require that the quantity of liquid in fermenters at the close of 
each month shall be reported on Form 702. As amended, $ 240. 402 
reads as follows: 

) 240. 402 CRvsHrIvo &Nn FzRMEIvTATroN. — Water added at the time of crush- 
ing, including that necessary to fiush equipment, may not reduce the density 
of the juice below 22 degrees Brix, in the production of natural fruit wine: 
Provided, That if the total solids content of the juice is less than 28 degrees 
Brix, water used to fiush equipment shall reduce the total solids content of the 
juice less than one degree Brix. (This limitation does not apply where water 
is used in the production of wine from high acid fruit; however, the limitations 
stated in f 240. 407 are applicable. ) Upon removal of wine from fermenters, the 
quantity of liquid will be determined accurately and recorded as wine produced. 
The quantity of liquid in fermenters at the close of each month shall be reported 
on Form 702 in the part of the form provided specifically therefor. (72 Stat. 1881, 
1888, as amended; 26 U. S. C. 5367, 5882. ) 

PAR. 20. Section 240. 406 is amended. to provide for the production of 
fruit or berry wine with pure sugar or liquid sugar and to delete the 
reference to permanent storage. As amended, $240. 406 reads as 
follows: 

f 240. 406 Usz or PvRE DRv SUGAR OR I IquID SuoAR. — A winemaker producing 
wine from fruit or berries, other than grapes, or from mixtures (which may 
include grapes) of two or more fruits or berries, with the addition of pure dry 
sugar or liquid sugar, but without water added to reduce acid content, may 
add such pure dry sugar or liquid sugar to the juice in the fermenters, or to 
the wine after fermentation: prom'ded, That such wine shall have less than 
14 percent alcohol by volume after complete fermentation, or after complete 
fermentation and sweetening, and a total solids content not in excess of 21, p«- 
cent by weight. The use of liquid sugar under this section shall be limited so 
that the resultant volume will not exceed the volume which could result from the 
maximum authorized use of pure dry sugar only. Where pure dry sugar or 
liquid sugar is added to the juice in the fermenters, the winemaker shall main- 
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tain a separate record thereof showing the kind and quantity of juice (ex- 
clusive of pulp) deposited in fermenters and the quantity of pure dry sugar 
or liquid sugar added thereto. Where wine produced as provided in this 
section is sweetened after complete fermentation with pure dry sugar or 
liquid sugar, the gallons of wine before and after sweetening shall be determined 
and entered on the record provided for in ( 240. 908. After completion of fer- 
mentation of the wine, wine spirits may be added thereto in accordance with 
the provisions of $$ 240. 374 through 240. 380. (72 Stat. 1383, as amended, 1385, 
as amended; 26 U. S. C. 5382, 5384. ) 

PAR. 21. Section 240. 407 is amended to provide for the amelioration 
with liquid sugar of wine made from fruit, to authorize amelioration 
of such wines after fermentation, and to delete the reference to inter- 
mediate storage. As amended, $ 240. 407 reads as follows: 

f 240. 407 I IMITATICNs CN AMELIORETTCN. — In producing wine from fruit other 
than grapes, or from mixtures (which may include grapes) of two or more fruits, 
if not made under $ 240. 406, the juice may be adjusted to correct for natural 
deficiencies by adding a suilicient quantity of pure dry sugar or liquid sugar 
to adjust the juice to a total solids content prior to fermentation of not more 
than 25 degrees Brix: Pronided, That the pure dry sugar or liquid sugar so 
used shall not reduce the natural fixed acid in the corrected juice or wine to 
less than five parts per thousand: Provided further, That, if liquid sugar is so 
used, the volume of water contained therein shall be deducted from the volume 
of ameliorating material authorized to be used in the corrected juice or wine. 
Thereafter, there may be added to the juice or to the wine, or to both, ameliorat- 
ing material consisting of either water, pure dry sugar, a combination of water 
and pure dry sugar, liquid sugar, or invert sugar syrup in such total volume as 
may be necessary to reduce the natural fixed acid content of the mixture of 
juice und such ameliorating material to a minimum of five parts per thousand. 
Where it is desired to so reduce the natural fixed acid content and to so adjust 
the total solids content of juice, the operations may be combined, and the pure 
dry sugar or liquid sugar for the adjustment of the total solids content may be 
mixed with the ameliorating material. The acid content shall be determined 
before fermentation, and calculated as malic acid for apple wine and as citric acid 
for other fruit wine. The volume of the ameliorating material shall not exceed 
35 percent of the total volume of the ameliorated juice or wine (calculated ex- 
clusive of pulp), except that in the case of wine made exclusively from loganber- 
ries, currents, or gooseberries, the volume limitation shall be 60 percent. In 
determining the amount of arne)4orating material permitted, the volume of the 
juice obtained after correction with pure dry sugar or liquid sugar within the 
25 degrees limitation shall be used as a basis for the calculation. The ameliorat- 
ing material may be added before, during, or after fermentation. Where amelio- 
rating material is added after fermentation, the gallons of wine before and 
after such addition shall be determined and entered on the record provided for 
in $240. 908. See Subpart XX of this part for tables showing the maximum 
quantity in gallons of ameliorating material that may be added to each 1, 000 
gallons of juice (exclusive of pulp) based on the acid expressed in parts per 
thousand. (72 Stat. 1385, as amended; 26 U. S. C. 5384. ) 

P~. 22. Section 240. 408 is amended to delete the requirement that 
the liquid in fermenters must be reported as wine produced within 30 
days after deposit therein or be transferred to intermediate storage, 
and to require that the liquid in fermenters at the close of each month 
shall be reported on Form 702. A. s amended, $240. 408 reads as 
follows: 

$ 240. 408 REcoRD oF PRoDUcTIoN. — Upon removal from fermenters, in the 
production of wine under the provisions of $ 240, 406 or 240. 407, the quantity of 
liquid will be determined accurately and recorded as wine produced. The quan- 
tity of liquid in fermenters at the close of each month shall be reported on Form 
702 in the part of the form provided specifically therefor. (72 Stat. 1381, 1385, 
as amended; 26 U, S. C. 5367, 5384. ) 
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PAR. 93. Section 940. 409 is amended to prescribe procedures re- 
specting the sweetening of natural fruit wine produced with the use 

of sugar. As amended, $ 940. 409 reads as follows: 

(| 240. 409 SwEETENING oF NATURAL FRUIT WINE PRODUcED WITH THE UBF CF 

SUDAR. — The provisions of $ 240. 868 respecting the sweetening of natural grape 
wine produced with the use of sugar shall be applicable to the sweetening of 
natural fruit wine produced with the use of sugar: Provided, That where such. 
wine is sweetened with coucentrated or unconcentrated juice, such juice shall be 
derived from the same kind of fruit: Provided further, That where natural fruit 
wine (other than grape) is sweetened under the provisions of $240. 868(b) (2), 
the total solids content of the finished wine mav exceed 17 percent but shall not 
exceed 21 percent by weight, whether or not wine spirits have been added. The 
records required by ) 240. 368(b) (8), shall be applicable to the sweetening of 
natural fruit wine. (72 Stat. 1884, as amended, 1385, as amended; 26 U. S. C. 
5888, 5884. ) 

$ 240. 410 [REvoKED] 

PAR. 94. Section 940. 410 is revoked. 
PAR. 95. Section 940. 411 is amended to delete the reference to reserve 

inventory. As amen. ded, g o40. 411 reads as follows: 

$ 240. 411 ADDITIQN oF WINE SPIRITs. — To fruit wine produced from one kind 
of fruit under the provisions of $240. 401 or 240. 407, wine spirits from the 
same kind of fruit may be added according to the procedures prescribed in 
$$ 240. 874 through 240. 880. Wine spirits may not be added to fruit wine made 
from mixtures of two or more fruits. Where the proprietor desires to add wine 
spirits made from the same kind of fruit to juice or concentrated juice, the pro- 
visions of ($ 240. 882 and 240. 888 (relative to the addition of wine spirits tu 
grape juice or concentrated grape juice) shall be followed. (72 Stat. 1882, 1888, 
as amended; 26 U. S. C, 5878, 5882. ) 

PAR. B6. Section 940. 430 is amended to change the reference to sugar 
solids of 15 percent by weight to total solids of 17 percent by weight 
and to delete the reference to reserve inventory. As amended, eI 

940. 480 
reads as follows: 

$ 240. 480 PRCDUOTICN. — Specially sweetened natural wine is produced by 
adding to natural wine (including unfinished natural wine containing 14 percent 
or more of alcohol) of the proprietor's own production sufficient dry sugar, or 
juice, or concentrated juice of the same kind of fruit, separately or in combina- 
tion, so that the finished product has a total solids content in excess of 17 percent 
bv weight, a total solids content not over 85 percent by weight, and an alcohol 
content less than 14 percent by volume. The containers of unfinished natural 
wine having an alcohol content of 14 percent or more, held for the production of 
specially sweetened natural wine, will be marked to show the intended use. 
Natural wine containing added wine spirits may be used in the production of 
specially sweetened natural wine; however, wine spirits may not be added to 
specially sweetened natural wine. (72 Stat. 1386, as amended; 26 U. S. C. 5885. ) 

PAR. 97. Section 240. 448 is amended to delete the reference to reserve 
inventory and the requirement that the liquid. in fermenters must be 
reported as wine produced within 30 days after deposit therein or be 
transferred to intermediate storage, and to require that the liquid in 
fermenters at the close of each month shall be reported on Form 709. 
As amended, $ 240. 443 reads as follows: 

I) 240. 448 PRoDUcTIoN BY FERMENTATICN. — If, in the production of special 
natural wine, the flavoring materials are added before or during fermentation, 
adequate precautions must be taken to prevent the accidental flavoring of other 
wine by contamination. Special natural wme made under this section may be 
ameliorated with pure dry sugar, water, or a combination of pure dry sugar and 
water, liquid sugar, or invert sugar syrup in the same manner and to the same 
extent as natural wine made from the same fruit, as provided in Subpart P of 
this part in the case of grape wine, or Subpart Q of this part in the case of fruit 
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wine. Wine spirits may not be added to special natural wine, except the wine 
spirits contained in authorised essences made on bonded wine cellar premises as 
provided in f 240. 446, or approved essences made elsewhere. Retsina wine is an 
example of special natural wine made under this section. Upon removal of the 
wine trom fermenters the quantity of liquid will be determined accurately and 
recorded as wine produced. The quantity of liquid in fermenters at the close of 
each month shall be reportetl on Fornl 702 iu the part of the form provided 
specifically therefor. (72 Stat. 1381, 1386; 26 U. S. C. 5367, 5386. ) 

PAR. 28. Sections 240. 463 and 240. 464 are amended to qualify the 
maximum solids content as total solids content. As amended, 
$$ 240. 463 ancl 240. 464 read as f ollows: 

$ 240. 463 HONK% WINK. — In the production of wine from honey, a quantity of 
water may be added to facilitate fermentation, but the density of the mixture of 
honey and water shall not be reduced below 22 degrees (Brix). Hops may be 
added in quantities not to exceed one pound for each 1, 000 pounds of honey, and 
pure dry sugar or honey may be added for sweetening. The product shall have 
an alcohol content less than 1i percent after complete fermentation or complete 
fermentation and sweetening, and a total solids content not more than 35 degrees 
(Brix). If the finished wine has a total solids content of lnore than 21 degrees 
(Brix), it must be removed under a designation showing that it is unusually 
sweet. (72 Stat. 1386, 1387; 26 U. S. C. 5387, 5388. ) 

f 240. 464 OTHER AGRIGULTURAL PRODUGTs. — In the production of wine from 
agricun. ural products other than those specified in (jf 240. 461, 240. 462, and 
240. 463, water and pure dry sugar or liquid sugar or invert sugar syrup may be 
added to the extent necessary to facilitate fermentation: Provider/, That the 
total weight of pure dry sugar used for fermentation shall be less than the weight 
of the primary winemaking material and the density of the mixture prior to 
fermentation shall not be less than 22 degrees (Brix), if water, or liquid sugar, 
or invert sugar syrup is used, Additional sugar may be used for sweetening, 
provided the alcohol content of the finished wine after complete fermentation, 
or after complete fermentation and sweetening, shall be less than 14 percent bv 
volume and the total solids content shall not be more than 35 degrees (Brix). 
If the finished wine has a total solids content of more than 21 degrees (Brix), 
it must be removed under a designation showing that it is unusually sweet. 
(72 Stat. 1386, 1387; 26 U. S. C. 5387, 5388. ) 

PAR. 29. Section 240. 483 is amended to delete paragraph (4) and 
redesignate paragraph "(c)" as paragraph "(4)". As amended, 
$ 240. 488 reads a, s follows: 

$ 240. 483 HIGH FERMENTATION WINE. — High fermentation wine is a wine made 
within the limitations of $ 240. 365 for grape wine or $ 240. 405 for fruit wine, 
except (a) that the alcohol content after complete fermentation or complete 
fermentation and sweetening is 14 percent or more; and (b) that wine spirits 
may not be added. While high fermentation wine is not a natural wine or a 
standard wine, it may be produced, stored, and handled on standard wine prem- 
ises, subject to appropriate marking or labeling. (72 Stat. 1381, 1387; 26 
U. S. C. 5364, o388. ) 

PAR. 30. Sections 240. 488 and 240. 684 are amended to change the 
reference to "kinds" of sugar to "sugar other than pure sugar". As 
amended, $$ 240. 488 and 240. 6'34 read as follows: 

$ 240. 488 OTHER WzNEs. — Except as provided in f fj 240. 483, 240. 486 and 
240. 487, wine produced with sugar, water, liquid sugar, or invert sugar syrup 
beyond the limitations prescribed for standard wiue, or wine made with sugar 
other than pure sugar, may be produced and stored only on premises qualified 
for that purpose and on which no standard wine is produced or stored. Upon 
removal, such wine shall be marked or labeled with a designation which will 
adequately disclose the uature and colnposition of the wine. (72 Stat. 1381, 
1387; 26 U. S. C. 5364, 5388. ) 

$240. 634 5IARRlNG oz CCNTATNERs. — Each container renloved. in addition to 
bearing the marks required by f 240. 562, must be plainly marked "For 1)istilling 
Material" and show the kind or nature of the material, as standard grape (apple, 
peach, etc. ) wine, or wine lees, raisin wine, etc. , in order that the spirits distilled 
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therefrom may be properly marked as to class and type. Where wine made 
with sugar other than pure sugar, or fermented with 'sugar in excess of the 
quantities authorized for a standard wine, is removed for' distilling material, ' 

the composition of the material must be marked on the containers, and such 
wine may be transferred only to the production facilities of distilled spirits 
plants for the production of spirits other than wine spirits or brandy, (72 
Stat. 1364, 1381; 26 U. S. C 5215, 5368 ) 

$$ 240. 906 and 240. 907 [REvoKED] 

PAR. 81. Sections 940. 906 and O40. 907 are revoked. 
PAn. 8o. Section 940. 908 is amended to delete the reference to wine 

in reserve. As amended, $ 940. 908 reads as follows: 

$ 240. 908 FORM 2056, RECDBD OI' STILL WINE. — Each p1'opl'1etol' of a bonded 
wine cellar who produces or receives still wine, other than distilling material 
or vinegar stock made with excess water, shall maintain a record of still wine on 
Form 2056, showing the quantities produced, received, removed, or used in eifer 
vescent wine production. A. separate Form 2056 shall be maintained for each 
tax class of still wine. In each tax class, transactions for all still wines (includ 
ing specia. l natural wine but not including distilling material or vinegar stock) 
shall be entered on a single record. At the end of each month the totals shown 
by Form 2056 shall be reported on Form 702, (72 Stat. 1381; 26 V. S. C, 5367. ) 

PAn. 88. Section 240. 914 is amended to delete the requirement for 
showing tank or lot numbers of wine in which sugar is used and to 
delete the reference to reserve inventory. As anlended, Ia 940. 914 reads 
as follows: 

I) 240. 914 Svc&E REcoRD. — Each proprietor receiving, storing, and using sugar 
shall keep a separa. te record of such receipt and use. The record shall show the 
date of receipt, from whom received, 'and the kind and quantity. Invoices 
covering purchases shall be retained in support of this record. When sugar is 
used for ameliorating or sweetening purposes, the record shall show the date, 
kind, and quantity used. The sugar record shall also show sugar used in the 
production of allied products and sugar removed from the premises. At the 
close of each month the account shall be balanced and the quantity of each kind 
of sugar remaining on hand shall be shown in such record. (72 Stat. 1381; 26 
U. S. C. 5367. ) 

PAR. 84. A new section, $ 940. 914a, is added immediately following 
I) 940. 914 to prescribe requirements for a record of amelioration. . As 
added, $ 240. 914a reads as follows: 

$ 240. 914a REcoED oF AMELIDEATIDN. — (a) GeneraL — Each proprietor who 
ameliorates juice or wine shall maintain daily records of such amelioration. 
Separate records shall be kept for each kind of fruit or berries, including grapes. 
No form of record is prescribed, but the records maintained shall contain all 
data necessary to ena'ble internal revenue officers to readily ascertain whether 
the limitations on amelioration have been complied with. All quantities shall 
be recorded in gallons, and, where dry sugar is used, the quantity shall be deter- 
mined either by measuring the i~crease in volume or by considering that each 
13. 5 pounds of dry sugar results in a volumetric increase of one gallon. Zach 
separate record shall include the following: 

(1) The quantity of juice (exclusive of pulp) deposited in fermenters. 
(2) For juice from fruit and berries, other than grapes, the maximum 

quantity of pure dry sugar or liquid sugar authorized for adjustment, as 
provided in g 240. 407. 

(3) The maximum quantity of ameliorating material to which the juice is 
entitled, as provided in $ 240. 366 OT 240. 407, as applicable. 

(4) The quantity of ameliorating materials used, including pure drV sugar 
or liquid sugar used for adjustment of the total solids. 

(5) The quantity of ameliorating material authorized but not yet use1L 
Supporting records shall be maintained showing the basis for entries and cal~la- 
tions, including determination of the natural fixed acid content and total solids 
content of juice, as applicable. At the close of each month, transactions respect-' 
ing ameliorating materials (including sugar used for adjustment of total salids) 
shall be summarized, by kind of fruit or berries, including grapes, bn Form 7(e, 'in 
the part of the form specifically provided therefor. The records of amelioration' 
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shall be maintained on the basis of annual accounting periods, with each period 
commencing on July 1 of a year and ending on June 30 of the following year: 
Provided, That the record for an accounting period shall be continued after June 
30, where the juice or wine included therein is to be held after that date for com- 
pletion of fermentation or amelioration. When the amelioration of wine included 
in the record for one accounting period is complete, the record shall be closed 
and any unused ameliorating material shall not be used. Wines included in the 
records for different accounting periods shall not be mixed with each other until 
the amelioration of both wines is complete, 

(b) Far(at(o». — Notwithstanding the provisions of paragraph (a) of this sec- 
tion prohibiting the mixing of wines included in the records for different account- 
ing periods, the assistant regional commissioner may, pursuant to written appli- 
cation, authorize a winemaker to mix such wines, before amelioration of such 
wines has been completed, when the assistant regional commissioner Ands that the 
winemaker maintains such other records, in addition to those required by para- 
graph (a) of this section, as are necessary (1) to establish the quantity of unused 
authorized ameliorating material to which the resultant mixture would be entitled, 
and (2) to enable internal revenue oificers to readily ascertain whether the limita- 
tions on amelioration have been complied with. Each application for variation 
under this paragraph shall be filed in duplicate, shall state the need for the 
variation, and shall describe the addition records to be maintained. (72 Stat. 
1381, 1385, as amended; 26 U. S. C. 5367, 5384. ) 

PxR. 34a. A new section, ( 240. 914b, is added immediately following 
I%240. 914a to prescribe requirements for record of sweetening. As 
added, I) 240. 914b reads as follows: 

$ 240. 014b REcoRD or SwEETENING. — (a) GeneraL — Each proprietor who 
sweetens natural wine of his own production under the provisions of $ 240. 368 
(b) (2), shall maintain, as prescribed in this section, daily records of such sweet- 
ening. Separate records shall be kept for each kind of fruit or berries, including 
grapes. No form of record is prescribed, but the records maintained shall contain 
all data necessary to enable internal revenue officers to readily ascertain whether 
the limitations prescribed in $ 240. 368(b) (2), have been complied with. All quan- 
tities shall be recorded in gallons, and, where dry sugar is used, the quantity shall 
be determined either by measuring the increase in volume or by considering that 
each 13. 5 pounds of dry sugar results in a volumetric increase of one gallon. 
Each separate record shall include the following: 

(1) The quantity of wine to be sweetened. 
(2) The quantity of sweetening material to which the wine would be 

entitled (the sum of the gallons of juice (after adjustment, if any, of total 
solids) from which the wine was produced and the gallons of allowable 
ameliorating material to which such juice was entitled, multiplied by 0. 0675), 

(3) The quantity of wine used for sweetening. 
(4) The kind (pure dry sugar or liquid sugar) and quantity of sweetening 

material used. 
(5) The quantity of wine produced by sweetening. 
(6) The quantity of wine remaining to be sweetened. 
(7) The quantity of sweetening material remaining unused. 

Supporting records shell be maintained showing the basis for entries in the 
separate records. The quantity of wine used for sweetening and the quantity 
of wine pro&luced by sweetening, recorded in the separate records, shall be totaled 
daily and entered on the record of still wine required by $ 240. 008. The records 
of sweetening shall be maintained on the basis of annual accounting periods, with 
each period commencing on July 1 of a year and ending on June 30 of the follow- 
ing year: Provided, That the record for an accounting period shall continue after 
June 30, where the wine included therein is to be held after that date for com- 
pletion of sweetening. When the sweetening of wine included in the record for 
one accounting period is complete, the record shall be closed and any unused 
sweetening material shall not be used. Wines included in the records for diifer- 
ent accounting periods shall not be mixed with each other until the sweetening 
of both wines is complete. 

(b) Wariatiovts. — Notwithstanding the provisions of paragraph (a) of this 
section prohibiting the mixing of wines included in the records for diferent ac- 
counting periods, the assistant regional commissioner may, pursuant to written 
application, authorize a winemaker to mix such wines, before sweetening of such 
'wines has been completed, when the assistant regional commissioner finds that the 
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winemaker maintains such other records, in addition to those required by para- 
graph (a) of this section, as are necessary (1) to establish the quantity of sweet 
ening material to which the resultant mixture would be entitled, and (2) to enable 
internal revenue officers to readily ascertain whether the limitations on sweef;en 
ing have been complied with. Each application for variation under this para 
graph shall be filed in duplicate, shall state the need for the variation, and shafi 
describe the additional records to be maintained. (72 Stat. 1881; 26 U. S. U, 6867 ) 

PAR. 35. Section 240. 915 is amended to delete the reference to Form 
2054. As amended, $ 240. 915 reads as follows: 

$ 240. 916 SEPARATE REcoRD CF MATERIALS RxcEIVED AND UsED. — Each proprie 
tor producing wine shall maintain a separate record showing the receipt and use 
or other disposition of basic winemaking materiaLs, such as fruit, juice or con 
centrated juice. Where juice, concentrated juice, or must is received from a con- 
centrate plant, the record shall also show whether the identical volatile fruit 
Savor has been restored to such juice, coucentrated juice, or must, and further, 
as to any such concentrated juice, its original density. If volatile fruit-flavor 
concentrate is received for use in the cellar treatment of natural wine, as author- 
ized in Subpart 0 of this part, the record shall also show the receipt of such 
concentrate, the fold of such concentrate, the percent of alcohol by volume con- 
tained therein, and the use or other disposition of such concentrate. The record 
must show the date of receipt, the quantity received, the name and address of 
the person from whom received, and the date of use or other disposition of the ma- 
terials. Where materials are received from others, the invoices or commercial 
papers showing the receipt will be retained in chronological order in support of 
the record. If materials are received off bonded premises and subsequently 
transferred to the bonded premises, the record will be maintained only with 
respect to material received on the bonded premises and v ill show the date of 
transfer and quantity transferred, but the invoices or commercial papers covermg 
the purchase of the materials will also be kept available for inspection. Where 
grapes (or other fruit) received on the bonded premises are used in producing 
juice to be stored for future use or for removal, the record will show the quantities 
of grapes used and juice produced. Where fruit or juice is used to produce 
concentrated juice the record will show the quantity of fruit or juice used and the 
quantity of concentrated juice produced. The record must also show the use 
or other disposition of the, juice or concentrated juice produced. At the close 
of- each month the materials account will be balanced and the totals reported 
ou Icorm 702. (72 Stat. 1881; 26 U. S. C. 5867. ) 

PAR. 36. The undesignated center heading immediately preceding 
) 240. 972 is amended to read "Determination of Total Solids". 

PAR. 37. Section 240. 975 and its heading are amended to delete "and 
sugar solids" from the heading and the procedure for determining 
sugar solids from the text. As amended, $ 240. 975 reads as follows: 

I) 240. 976 ToTAr. Sonms rN WTNE. — Total solids content of wines means the 
degrees Brix of t, he dealcoholized wine, and is approximately equal to the percent 
of solids by weight in the dealcoholized wine. The total solids may be deter- 
mined by dealcoholizing a measured volume of wine, restoring to the original 
volume with water, and determining the degrees Brix of this solution according 
to the instructions in $$ 240. 972 to 240. 974. 

PAR. 38. The undesigna, ted center heading immediately preceding 
$ 240. 976 is amended to read "Use of Pure Dry Sugar or Liquid Sugar 
to Correct Juice (Other Than Grape) to 25 Degrees Brix". 

PAR. 39. Sections 240. 976 and 240. 978 are amended to include the 
use of other pure dry sugars having a dextrose equivalent of 95 percent 
on a dry basis. As amended, $$ 240. 976 and 240. 978 read as follows: 

r) 240. 976 INSTRUcTIDNS REsPEGTING Trrz USE oF PURE DRY SUGAR. — Section 
240. 978 (Table IV) shows i. he pounds of pure dry sugar required to raise the 
total solids content of one gallon of juice to 25 degrees Brix with commercial 
dextrose (1 molecule of water of crystallization), cane or beet sugar, or other 
Pure dry sugars having a dextrose equivalent of not less than 95 percent on a 
dry basis. This table shall be used in determining the quantity of pure dry 
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sugar that may be added to fruit and berry juice to correct natural deficiencies 
in the juice. 

«l 240. 078 TABLE IV, SIIowING PGUNDS CF Si:GAR REQUIRED To RAIBE ONE 
GAII. oN oF JUICE To 25 DEGREEs BRIX AND TIIE REBULTANT GALLUNAGE. — Table IV 
shows the pounds of cane or beet suga. r aml the pounds of commercial dextrose 
required to raise one gallon of juice to 25 degrees Brix, and the resultant 
gallonage. Where other pure dry sugars having a dextrose equivalent of not less 
than 95 percent on a dry basis are used, the pounds of commercial dextrose 
required to raise one gallon of juice to 25 degrees Brix shall be used to determine 
the pounds of such other pure dry sugars required to raise one gallon of juice to 
25 degrees Brix. 

Table I V 

Brix of juice Pounds cane or 
beet sugar 

Resultant 
gallonage 

Pounds commer- 
cial dextrose 

Resultant 
gallonage 

25 

2. 7760 

0 

l. 2060 

l. 0000 

3. 3625 

0 

1. 2625 

1. 0000 

PAR. 40. New sections, )$ 240. 978a, 240. 978b, 240. 978c, are added 
immediately following $ 240. 978 to provide, respectively, instructions, 
formula, and table, with respect to the use of liquid sugar for correc- 
tion of natural deficiencies in juice of fruit or berries. As added, 
Io) 240. 978a, 240. 978b, and 240. 978c read as follows: 

el 240. 978a INsTRUcTIDNs REBPEGTING THE UsE oF LIQUID SUGAR. — Section 
240. 078c (Table IVa) shows the specific gravity and pounds per gallon for 
various degrees of Brix, and the pounds of sugar per gallon and the water per 
gallon for various degrees ranging from 60 to 00 degrees of Brix. This table 
may be used with the formula prescribed in $ 2-(0. 078b for determining the 
quantity of liquid sugar (sucrose solution) of any degrees of Brix required to 
correct natural deficiencies in the juice of fruit or berries. This table also may 
be, but it is not required to be, used with the formula prescribed in tj 240. 078b 
for determining the quantity of liquid sugar, other than sucrose solution, 
required to correct natural deficiencies in the juice of fruit or berries. 

$ 240. 978b FoRMULA FoR DETERIIINING THE REQUIRED QUANTITY oF LIQUID 
SUGAR To CORRECT NATURAL DEFICIENCIES IN TILE JUICE OF FRUIT OR B~~IES. — 
(a) Eormala. — The pounds of liquid sugar of any degree of Brix required to 
raise the degrees of Brix in one gallon of juice to the desired degrees of Brix 
shall be determined by the following formula: 

W(C — A) 
(B-C) 

where: 
A=the Brix of the juice before correction; 
B= the Brix of the liquid sugar to be used; 
C=the desired Brix of the juice after correction; 
W=the weight per gallon of the juice before correction; and 
X=the pounds of liquid sugar to be added per gallon of juice to be 

corrected. 
(b) Eaarrtple of ase of for»tala. — Find the rpiantity of liquid sugar of 60 

degrees Brix required to raise the total solids content of 500 gallons of juice from 
12 degrees Brix to 25 degrees Brix. 

(1) A=0. 12 
B= 0, 60 
C=0. 25 
W=8. 72443 (weight from Table IVa) 

) 3. 24051 s. »quid sugar 
(0. 60 — 0. 25) 

thus 
(2) 3. 2405X500 gallons juice=1620. 25 lbs. liquid sugar; or 
(3) 162025 (weight of liquid sugar at 60' Brix. 151. 05 gallons 

10. 725278 Table IVa ) of liquid su ar 
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NI 
240. 978c TABLE IVB, SHowING SPEcIFIc GBAVITT ANri WELGHT oF ()ri~ GALLGN 

oF SUcnosE SGLUTIGN AT 15. 56' C. CGRREsPGNDING To DEGREE8 oF BBIxf 'ANB THE 
POUNDS OF SUGAR PER GALLON AND GALLONS OF WATER PEB GALLON FOB 60 
THBGUGH 90 DEGREEB oF BRIx. 

Table I Va 

Degrees Eris Specific gravity i Pounds per gallon Sugar per gallon 
(lb. ) 

. Water per gallon 
(gal. ) 

0 
1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 
71 
72 
73 
74 
75 
76 
77 
78 
79 
80 
81 
82 
83 
84 
85 
86 
87 
88 
89 
90 

1. 000000 
l. 003184 
l. 007083 
l. 011007 
l. 014958 
1. 018935 
l. 022940 
1. 026974 
l. 031036 
l. 035127 
1. 039246 
l. 043395 
1. 047573 
1. 051781 
1. 056020 
1. 060290 
1. 064589 
l. 068923 
l. 073286 
1. 077680 
1. 082107 
l. 086567 
l. 091058 
1. 095582 
l. 100138 
1. 104729 
l. 287822 
l. 293726 
1. 299670 
l. 305652 
1. 311674 
1, 317732 
1. 323829 
l. 329965 
1. 336139 
1. 342352 
l. 348605 
l. 354893 
l. 361222 
1. 367590 
1. 373994 
1. 380435 
l. 386917 
l. 393434 
l. 399990 
l. 406583 
l. 413214 
1. 419880 
l. 426585 
1. 433327 
1. 440106 
l. 446923 
l. 453774 
1. 460664 
1. 467589 
l. 474550 
1, 481547 

8. 32823 
8. 35475 
8. 38722 
8. 41990 
8. 45280 
8. 48592 
8. 51928 
8. 55288 
8. 58670 
8. 62078 
8. 65508 
8. 68963 
8. 72443 
8. 75947 
8. 79478 
8. 83034 
8. 86614 
8. 90224 
8. 93857 
8. 97517 
9. 01804 
9. 04918 
9. 08658 
9. 12426 
9. 16220 
9. 20044 

10. 725278 
10. 774448 
10. 823951 
10. 873770 
10. 923923 
10. 974375 
ll. 025152 
11. 076254 
11. 127673 
11. 179416 
11. 231493 
11. 283860 
11. 336570 
11. 389604 
11. 442938 
11. 496580 
11. 550564 
11. 604839 
11 659439 
11. 714347 
11. 769571 
11. 825087 
11. 880928 
11. 937077 
11 993534 
12. 050308 
12. 107364 
12. 164746 
12. 222419 
12. 280392 
12. 338664 

6. 4352 
6. 5724 
6. 7108 
6. 8505 
6. 9913 
7. 1333 
7. 2766 
7. 4211 
7. 5668 
7. 7138 
7. 8620 
8. 0115 
8. 1623 
8. 3144 
8. 4678 
8. 6224 
8. 7784 
8. 9357 
9. 0944 
9. 2543 
9. 4157 
9. 5783 
9. 7424 
9. 9078 

10. 0746 
10. 2428 
10. 4123 
10. 5833 
10. 7557 

. . 10. 9295 
11. 1048 

0. 51513 
0. 50455 
0. 49387 
0. 48309 
0. 47220 
0. 46121 
0. 45010 
0. 43889 
0. 42756 
0. 41613 
0. 40458 
0. 39292 
0. 38114 
0. 36925 
0. 35724 
0. 34512 
0. 33286 
0. 32049 
0. 30800 
0, 29538 
0. 28264 
0. 26978 
0. 25679 
0. 24367 
0. 23042 
0. 21704 
0. 20353 
0. 18989 
0. 17611 
0. 16220 
0. 14815 . , 

i Specific gravity of a sucrose solution at 15, 56'/15. 55' C. , calcu]ated from Table 12 of Bureau of Standards 
Circular No. 19 with use of the factors given in Table 28 thereof. 
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Because this Treasury Decision implements those changes made 
in Chapter 51 of the Internal Revenue Code by sections 806(b) and 
(c) of the Fxcise Tax Reduction Act of 1065 (Public Law 89 — 44, 79 
Stat. 136), eA'ective January 1, 1966, it is found impracticable and 
contrary to the public interest to comply with the effective-date limita- 
tion of section 4(c) of the Administrative Procedure Act, approved 
June 11, 1046. Accordingly, this Treasury Decision shall become 
efFective January 1, 1066. 

(This Treasury Decision is issued under the authority contained 
in section 7805 of the Internal Revenue Code (68A Stat. 017; 26 U. S. C. 
7805) . ) 

SIIKI DON S. COHEN 
C'o)n))), )'eeione) of into) net Eel)enue. 

Approved February 28, 1066. 
ST&NLzv S. Sziiazv, 

ass)'stunt 8eeretary of the Tt'ed8u)"1/. 

(Filed by the Division of the Federal Register on Mar. 4, 1966, 8:47 a. in. , and 
published in the issue of the Federal Register for liar. 5, 1966, 31 F. R. 3451) 

26 CFR 240. M4: Acids. 
Use of acetic acid to correct natural deficiencies nnd to perfect 

standnrd natural grape wine. See Rev. Rul. 66 — 155, below. 

26 CFR 240. 524: Finishing of wine. Rev. Rul. 66 — 155 
(Also 240. 364, 240. 1051, 240. 1052. ) 

The use of acetic acid to correct iintural deficiencies in grape wine 
and to perfect such wine is considered as being consistent with gooel 
commercial practice. The use of acetic acicl for such purpose shall 
not exceed 0. 4 gallon of the equivalent of 100 percent pure acetic ncid 
per 1, 000 gallons of grape wine, and such acid shall not be added in 
a solution of less than 50 percent strength, but in no case shall the 
ncetic acid in finished red grape wine exceed 0. 14 gram per 100 cubic 
centimeters or 0. 12 gram per 100 cubic centimeters in other finished 
grape wine. Further, the use of acetic acid to correct natural defi- 
ciencies in grape wine will nlso be subject to the limitations prescribed 
by 26 CFR 240. 864. 

AVinemakers desiring to use acetic acid in grape wine for these 
purposes may obtain npproval of the Assistant Regional Commis- 
sioner, Alcohol nnd Tobacco Tax, by filing notice pursuant to the 
provisions of 26 CFR 240. 1052. 

Revenue Ruling 65 — 310, C. B. 1065 — 2, 518, which restricted the 
use of ncetic nciol to 0. 2 gallon of the equivalent of 100 percent pure 
acetic acid per 1, 000 gallons of grape wine, is hereby superseded. 

(Also 240. 1051, 240. 1052. ) Rev. Rul. 66 — 173 

Polyvinylpolypyrrolidone (known as PVPP), nn insoluble homo- 
polymer of purihed vinylpyrrolidone meeting the requirenients of 
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CFR 121. 1] ] 0, may be used within the general limitations of 
26 CFR 240. 524 as a clarifying and stabilizing agent in the cellar 
treatment of wine in amounts not to exceed six pounds per 1, 000 

gallons of wine, followed by removal of the material with filtration. 
Winemakers desiring to use this material in the treatment of wine 

may obtain approval of the Assistant Regional Commissioner, Alcohol 
and Tobacco Tax, by filing notice pursuant to the provisions of 26 
CFR 240. 1052. 

Revenue Ruling 65 — 137, C. B. 1965 — 1, 590, which restricted the use. 

of Polyvinylpolypyrrolidone to 2 pounds per 1, 000 gallons of wine is 

hereby superseded. 

26 CFR 240. 1051: Materials authorized for 
treatment, of wine. 

Use of acetic acid to correct natural deficiencies and to perfect 
standard natural grape wine. See Rev. Rul. 66 — 155, page 331. 

Use of polyvinylpolypyrrolidone (PVPP) to clarify and stabilize 
wine. See Rev. Rul. 66 — 173, page 331. 

26 CFR 240. 1052: Notice. 

Use of acetic acid to correct natural deficiencies and to perfect 
standard na, tural grape wine. See Rev. Rul. 66 — 155, page 331. 

Use of polyvinylpolypyrrolidone (PVPP) to clarify and stabilize 
wine. See Rev. Rul. 66 — 173, page 331. 

SECTION 5383. — AMELIORATION AND SWEETENING LIM- 
ITATIONS FOR NATURAL GRAPE WINES 

Procedures for sweetening natural grape wines by winemakers. See 
Rev. Proc. 66 — 2, page 599. 

26 CFR 240. 366: Limitations on amelioration. 

Ameliorating materials to be added to grape juice or wine. See 
T. D. 6880, page 318. 

SECTION 5384. — AMELIORATION AND SWEETENING I IMI- 
TATIONS FOR NATURAL FRUIT AND BERRY WINES 

Procedures for sweetening natural fruit and berry wines by wine- 

makers. See Rev. Proc. 66 — 2, page 599. 
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96 CFR 240. 406: Use of pure dry sugar or 
liquid sugar. 

[$ 5385. 

Rev. Rul. 66 — 166 

The final sweetening of natural fruit wine, produced under the 
provisions of 26 CFR 240. 406, may be deferred until after wine 
spirits have been added. However, the quantity of pure dry sugar 
or liquid sugar that may be used for such sweetening must be 
calculated on the basis of the total solids content and volume of 
the wine before the addition of the wine spirits. 

Revenue Ruling 64 — 38, C. B. 1964 — 1 (Part 1), 569, revoked. 

Advice has been requested whether, in the production of natural 
fruit ivine under the provisions of 26 CI» R 240. 406, the final sweetening 
of such wine may be deferred until after wine spirits have been added. 

Section 5384(a) of the Internal Revenue Code of 1954 provides 
that to natural wine made from berries or fruit other than grapes, 
pure diy sugar or liquicl sugar may be added to the juice in the 
fermenters, or to the wine after fermentation; but only if such wine 
has less than 14 percent alcohol by volume after complete fermentation, 
or after complete fermentation and sweetening, and a total solids 
content not in excess of 21 percent by weight. 

The provisions of 26 CFR 240. 406 implement section 5384(a) of the 
Code with respect to the production of a natural fruit wine, other 
than grape wine, with the use of pure clry sugar or liquid sugar. 
26 CFR 240. 406 provides, in part, that after complete fermentation 
of the wine, wine spirits may be added thereto in accordance with the 
provisions of regulations. It w;is not the intent of the regulations 
to preclude the fiinal sweetening of wine after wine spirits have been 
aclcled. 

Accordingly, it is held that, in the production of a natural fruit 
wine under 26 CFR 240. 406, the final sweetening of such wine may be 
deferred until after wine spirits have been added. However, the 
quantity of pure dry sugar or liquid sugar that may be used for such 
sweetening must be calculated on the basis of the total solids content 
ancl volume of the wine before the addition of any wine spirits. 

Revenue Ruling 64 — 38, C. B. 1964 — 1 (Part 1), 569, which deals with 
the use of liquid sugar in the production of fruit ancl berry wines, is 
hereby revoked. 

26 CFR 240. 409: Sweetening of natural fruit 
wine produced witn the use of sugar. 

Use of sugar to sweeten natural fruit wine and the percentage of 
total solids content in wine. See T. D. 6880, page 818. 

SECTION 5385. — SPECIALLY SWEETENED NATURAL 
WINES 

26 CFR 240. 430: Production. 
Addition of materials to obtain specially sweetened natural wine. 

See T. D. 6880, page 818. 
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PART Iv. — GENERAL 

SECTION 5892. — DEFINITIONS 

96 CFR 940. 354: Sugar. 

Sugar in standard. wine. See T. D. 6880, page 818. 

SUBCHAPTER I. — MISCELLANEOUS GENERAL PROVISIONS 

SECTION 5552. — INSTALLATION OF METERS, TAXIES, AND 
OTHER APPARA. TUS 

96 CFR 245. 80: Meters required. 

Fischer & Porter Company Magnetic Meter Monitoring System 
SE QM64. See Rev. Proc. 66 — 9, page 621. 

Fischer & Porter Co. Magnetic Meter Monitoring System SE 
QM81. See Rev. Proc. 66 — 14, page 628. 

SECTION 5555. — RECORDS, STATEMENTS, AND RETURNS 

96 CFR 251. 186: Filing. 
Application to keep files at premises other than the importer's place 

of business. See T. D. 6875, page 319. 

CHAPTER 65. — ABATEMENTS, CREDITS, AND REFUNDS 

SUBCHAPTER A. — PROCEDURE IN GENERAL 

SECTION 6401. — AMOUNTS TREA. TED AS 
OVERPAYMENTS 

Rev. Rul. 66 — 109 96 CFR 170. 50: Computation of amount of 
tax to be paid by proprietor of bottling 
premises. 

(Also Sections 640o, 6601, 6611. ) 
No interest is payable to the taxpayer on an excess payment of 

distilled spirits tax submitted with a return on Form 4077, Distilled 
Spirits Tax Return, Deferred Payment — Bottling Premises, unless 
the amount paid exceeds the taxpayer's entire liability. However, 
interest is due the Government on the deficiency where the amount 
paid with a return on Form 4077 is less than the amount due. 
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A question has arisen as to when interest is due or payable in con- 
nection with a remittance submitted by a proprietor of a distilled 
spirits plant in an amount other than the tax required to be shown 
on his return on Form 4077, Distilled Spirits Tax Return, Deferred 
Payment — Bottling Premises. 

Section 6611 of the Internal Revenue Code of 1954 provides that 
"Interest shall be allowed and paid upon any overpayment in respect 
of any internal revenue tax at the rate of 6 percent per annum. " 
This section allows interest only upon "overpayments" of tax. To 
constitute an "overpayment" of tax a remittance must be made under 
such circumstances tliat the taxpayer would be entitled to a refund 
under the provisions of section. 6402 of the Code. Section 6401 of 
the Code, concerned with "amounts treated as overpayments, " does 
not clearly define "overpayment" but at subsection (c) makes it 
apparent that the term means, substantially, payment with respect to 
which no tax liability exists. 

Under the provisions of Subpart C, 26 CFR Part 170, the remittance 
accompanying a return on Forin 4077 is intended to s~atisfy only the 
maturecl portion of the taxpayer's liability. The remainder of' the 
taxpayer's liability is deferred to a later return. While an amount 
paid in excess of that due with the return would overpay that return, 
it would not be an "overpayment" within the meaning of section 6401 
or section 6611 of the Code when the amount paid does not exceed the 
taxpayer's entire liability. Since no "overpayment" would result, no 
interest would be payable. In the event the amount paid exceeds the 
taxpayer's entire liability, the excess amount would constitute an 
"overpayment" and interest would be payable on the excess amount. 

As to the charging of interest on underpayments, section 6601 of 
the Code provides that if any amount of tax requi~red to be shown 
on a return is not paid on or before the last date prescribed for pay- 
ment, interest shall be paid on such amount at the rate of 6 percent 
per annum. Therefore, if the full amount of distilled spirits tax 
which has matured as of the close of a return period is not paid, the 
deficiency in payment woulcl be subject to interest. 

Accordingly, it is held that no interest is payable on an excess 
payment of distilled . pirits tax submitted with a return on Form 
4077, unless the amount paid exceeds the taxpayer's entire liability. 
It is also held that interest is clue on a deficiency where the amount 
paid with a return on Form 4077 is less than tlie amount due. 

SECTION 6402. — AUTHORITY TO MAKE CREDITS OR 
REFUNDS 

Interest on overpayments and underpayments of tax reported on 
Form 4077, Distilled Spirits Tax Return, Deferred Payment — Bot- 
tling Premises. See Rev. Rul. 66 — 109, page 884, 
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CHAPTER 67. — INTEREST 

SUBCHAPTER A, — INTEREST ON UNDERPAYMENTS 

SECTION 6601. — INTEREST ON UNDERPAYMENT, NON 
PAYMENT, OR EXTENSIONS OF TIME FOR PAYMENT, 
OF TAX 

Interest on overpayments and underpayments of tax reported on 
Form 4077, Distilled Spirits Tax Return, Deferred Payment — Bot- 
tling Premises. See Rev. Rul, 66 — 109, page 834. 

SUBCHAPTER B. — INTEREST ON OVERPAYMENTS 

SECTION 6611. — INTEREST ON OVERPAYMENTS 

Interest on overpayments and underpayments of tax reported on 
Form 4077, Distilled Spirits Tax Return, Deferred Payment Bot- 
tling Premises. See Rev. Rul. 66 — 109, page 884. 
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SUBPART B. — TOBACCO TAX RULINGS AND DECISIONS 
UNDER CHAPTER 52 OF THE INTERNAL REVENUE 
CODE OF 1954 

CHAPTER 52. — CIGARS, CIGARETTES, AND CIGARETTE 
PAPERS AND TUBES 

SUBCHAPTER A. — DEFINITIONS; RATE AND PAYMENT OF TAX: 
EXEMPTION FROM TAX; AND REFUND AND DRAWBACK OF TAX 

SECTION 5702. — DEFINITIONS 
26 CFR 270. 11: Meaning of terms. Rev. Rul. 66 — 122 

Section 5702 (a) of the Internal Revenue Code of 1954 defines a cigar 
as "any roll of tobacco wrapped in leaf tobacco or in any substance con- 
taining tobacco (other than any roll of tobacco which is a cigarette 
within the meaning of subsection (b) (2) ). " Section 5702(b) of the 
Code defines a cigarette as "(1) any roll of tobacco wrapped in paper 
or in any substance not containing tobacco, and (2) any roll of' tobacco 
wrappecl in any substance containing tobacco which, because of its ap- 
pearance, the type of tobacco used in the filler, or its packaging and 
labeling, is likely to be o6'ered to, or purchased by, consumers as a 
cigarette described in paragraph (1). " Similar definitions of "cigar" 
and "cigarette" are prescribed in 26 CFR 270. 11. 

It is held that the use of paper as a binder in the manufacture of 
cigars does not cause the finished product to be classified as a cigarette 
and subject to the rate of tax imposed on cigarettes. 

Revenue Ruling 64 — 14, C. B. 1964 — 1 (Part 1), 575, is hereby 
superseded. 

Rev. Rul. 66 — 128 

The use of a paper band to join a cigar and tip does not preclude 
classification of the product as a cigar. 

Revenue Ruling 65 — 56, C. B. 1665 — 1, 601, superseded. 

Advice has been requested whether a cigar which has a, tip attached 
by means of a paper band which overlaps the tip and wrapper and 
which is not, removable can still be classified as a, cigar. 

Section 5702(a) of the Internal Revenue Code of 1954 defines a cigar 
as "any roll of tobacco wrapped in leaf tobacco or in any substance 
containing tobacco (other than any roll of tobacco which is a cigarette 
within the meaning of subsection (b) (2) ). " Section 5702(b) of the 
Code defines a cigarette as "(1) any roll of tobacco wrapped in paper 
or in any substance not containing tobacco, and (2) any roll of tobacco 
wrapped in any substance conta~ining tobacco which, because of its 
appearance, the type of tobacco used in the filler, or its packaging and 
labeling, is likely to be overed to, or purchased by, consumers as a 
cigarette described in paragraph (1). " Similar definitions of "cigar" 
and "cigarette" are prescribed in 26 CFR 270. 11. 
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It is held that where the paper band is used as a means of. joining the 
cigar to the tip and is no larger than necessary for that purpose it is 
not a part of the wrapper and its use would not preclude classification 
of the product as a cigar. 

Revenue Ruling 65 — 56, C. B. 1965 — 1, 601, is hereby superseded. 

Requirements for submission of samples of reconstituted tobacco 
for use as a wrapper for rolls of tobacco, and of the finished product, . 
See Rev. Proc. 66 — 5, page 614. 

SECTION 5703. — LIA. BILITY FOR TAX AND 
METHOD OF PAYMENT 

26 CFR o70. 162: Semimonthly tax return. 
Procedure for recording and reporting cigars and cigarettes removed 

subject to tax and treatment of tax determined (including taxpaid) 
cigars and cigarettes received into the factory. See Rev. Proc. 66-N, 
page 651. 

SECTION 5704 EXEMPTION FROM TAX 

26 CFR 970. 9M: Experimental purposes. Rev. Rul. 66 — 194 
Where cigars and cigarettes are to be removed for testing by a 

selected panel, primarily by human consumption, the results must 
serve a public interest with the detailed findings of the experiment 
made available to all interested persons in order that the removal 
may be considered as for experimental purposes and thus exempt 
from tax. 

Revenue Ruling fifi — 71, C. H. 196fi — 1, 001, superseded. 
Advice has been requested whether cigars and cigarettes to be 

removed from a factory for testing by a selected panel, primarily by 
human consumption, would be exempt from tax. 

Section 5704(a) of the Internal Revenue Code of 1954 provides in 
pertinent part that cigars and cigarettes may be furnished by a 
manufacturer of such products, without payment of tax, for experi- 
mental purposes in such manner as the Secretary of the Treasury or 
his delegate shall by regulatioii prescribe. 

M CFR 970. 9M prescribes that removal of cigars and cigarettes 
without determination and payment of tax will be authorized only 
for bona fide experimental purposes, such as for use by producers 
of machines designed to package such products for testing and ex- 
perimenting in the operation of these machines, or for use in labo- 
ratories, hospitals, medical centers, institutes, colleges, and universi- 
ties, for scientific, technical, or medical research. Further, cigars and 
cigarettes may not be removed without, payment of tax for such 
purposes as advertising, salesmen's or customers' samples, or for 
consumer testing. 

Accordingly, it is held that, wliere cigars and cigarettes are to be 
removed from a factory for testing by a selected panel, primarily 
by human consumption, the results must serve a public interest with 
the detailed findings of the experiment made available to all interested 
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persons in order that the removal may be considered as for experi- 
mental purposes and thus exempt from tax. Removals without pay- 
ment of tax cannot be authorized where the results are primarily for 
the benefit of any particular person, such as through secret process, 
patent, copyright, or where findings, as a result of the human con- 
sumption, are used basically for commercial research and product 
development, rather than scientific or medical resea, rch. 

Revenue Ruling 65 — 71, C. B. 1965 — 1, 601, is hereby superseded. 

26 CFR 270. 233: Transfer in bond. 
Manufacturer liable for the tax required to be identified in the 

mark. See Rev. Proc. 66 — 25, page 6N. 

26 CFR 290. 61: Removals, withdrawals, and 
shipments authorized. 

(Also Section 5706; 290. 221. ) 
Cigars and cigarettes may be removed, without payment of tax, or 

with drawback of tax, for shipment anywhere outside the United 
States. 

Revenue Rulin 65 — 207, C. B. 1005 — 2, 588, superseded. 

Advice has been requested whether cigars and cigarettes may be re- 
moved, without payment of iax, or with benefit of drawback of tax, 
for shipment, to possessions of the United States or the various islands 
under the control of the United States. 

Under the provisions of section 5704 of the Internal Revenue Code 
of 1954, cigars and cigarettes may be removed from a factory or export 
warehouse, without payment of tax, for shipment to a foreign country, 
Puerto Rico, the Virgin Islands, or a possession of the United States, 
or for consumption beyond the jurisdiction of the Internal Revenue 
laws of the United States. Section 5706 of the Code provides for 
allowance of drawback of tax paid on cigars and cigarettes when 
shipped from the United States. 

Accordingly, it is held that cigars and cigarettes may be removed, 
without payment of tax, or with drawback of tax, for shipment to a 
destination outside the United States. &Since the United States, as 
defined in section 7701 of the Code, means the 50 States and the District 
of Columbia, such shipments may be made to any country, possession, 
island, etc. , as long as such place is outside of the United States; that, 
is, beyond the 6-mile limit or international boundary, as the case may 
be. & 

~ It 

Revenue Ruling 65 — 207, C. B. 1965 — 2, 588, is hereby superseded. 

26 CFR 290. 64: Responsibility for delivery or Rev. Rul. 66 — 128 
exportation of cigars, cigarettes, and ciga- 
rette papers and tubes. 

Cigars and cigarettes may not be removed from a domestic factory 
or an export warehouse, without payment of tax, for sale or delivery 
to diplomatic officers of foreign countries or to personnel of foreign 
embassies for consumption in the United States. 
l225-68B' — G6 — 23 
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Revenue Ruling 65 — 138, C. B. 1965 — 1, 604, superseded; Revenue 
Ruling 296, C. B. 1953 — 2, 325, as ™pliQed by Revenue Ruling 63 — 150, 
C. B. 1963 — 2, 477, di stinguisbed. 

Advice has been requested whether cigars and cigarettes may be re 
moverl from an export warehouse, without payment of tax, for sale or 
delivery to diplomatic oKcers of foreign countries or to personnel of 
foreign embassies, for consumption in the United States. 

Revenue Ruling 296, C. B. 1958 — 2, 825, as amplified by Revenue 
Ruling 63 — 150, C. B. 1968 — 2, 477, provides, in part, that ambassadors, 
ministers, and other duly accredited. diplomatic representatives of 
foreign governments (1) are not required to pay Federal excise taxes, 
the legal incidence of which would otherwise fall upon them, and (2) 
if any such person purchases from the manufacturer thereof an article 
otherwise subject to a Federal excise tax on sales by manufacturers, or 
purchases from a retailer an article otherwise subject to a Federal 
excise tax on sales by retailers, the transaction will not be taxed. 
Consular oScers of foreign governments, and other o%cers (other than 
diplomatic representatives), as well as agencies and commissions, of 
foreign governments are not required to pay Federal excise taxes, the 
legal incidence of which would otherwise fall upon them in respect of 
transactions arising in the performance of their ofRcial actions for 
which payment is made by the foreign government. 

The tax imposed on cigars and cigarettes by section 5701 of the 
Internal Revenue Code of 1954 does not fall within the coverage of 
Revenue Ruling 296. The legal incidence of the tax is not on the 
consumer or on the sale to him but upon its manufacture. See 
Liggett ck 3fywe Tobacco Co. v. United States, 299 U. S. 383 (1937), 
Ct. D. 1192, C. B. 1987 — 1, 332. Moreover, section 5704 of the Code, 
which sets forth the exemptions from tax on cigars and cigarettes does 

not provide an exemption for diplomatic oScers or personnel of for- 
eign embassies in the United States. Accordingly, cigars and cig- 
arettes of domestic manufacture may not be removed from a domestic 
factory or an export warehouse, without payment of tax, for sale or 
delivery to foreign diplomatic okcers or to personnel of foreign 
embassies in the United States. 

In addition, the exemptions from tax and duty in the Tariff Sched- 
ules of the United States (Schedule 8, Part 2, Subpart C — Personnel 
of Foreign Governments and International Organizations; Distin- 
guished %visitors) are limited to articles which are imported into the 

United States. Therefore, these exemptions in the Tariff Schedules 
are not applicable to removals of cigars and cigarettes from a domestic 

factory or export warehouse. 
Revenue Ruling 65 — 138, C. B. 1965 — 1, 604, is hereby superseded 

Revenue Ruling 296, C. B. 1953 — 2, 325, as amp]defied by Revenue RulinÃ 
63 — 150, C. B. 1963 — 2, 477, is distinguished. 

26CFR290. 67: Paymentof tax. 
The date interest commences on the tax due on cigars and cigaret« 

removed without payment of tax for exportation but which are di 

verted by theft, before exportation. See Rev. Rul. 66 — 137, page 
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26 CFR 290. 198: Preparation. 

Preparation of Form 2149, Notice of Removal of Cigars, Cigarettes, 
Cigarette Papers, Cigarette Tubes, from Factory for Export, regard. - 
ing shipments to replace cigars and cigarettes lost, damaged, or de- 
stroyed in transit for exportation. See Rev. Proc. 66 — 22, page 649. 

26 CFR 295. 81: Restrictions. Rev. Rul. 66 — 129 
Cigars, cigarettes, and cigarette papers and tubes may not be re- 

moved exempt from tax for delivery to military and naval bases 
and establishments in this country for distribution to oiiicers and 
enlisted personnel at special and holiday dinners or recreational 
activities, where the articles are purchased with fuiids derived 
from donations by officers and enlisted personnel to club or camp 
funds or from profits from post or base exchanges. 

Revenue Ruling 64 — 17, C. B. 1964 — 1 (Part 1), 570, superseded. 

Permission has been requested for the removal of cigars, cigarettes, 
and cigarette papers and tubes, without payment of tax, for delivery 
to military and naval bases and establishments in the United States 
for distribution to overs and enlisted personnel at special and holi- 
clay diniiers and at recreational activities. 

While such articles are intended for gratuitous distribution, the 
funds with which the articles would be purchased are derived from 
donations by officers and enlisted personnel to club or camp funds and 
from profits from post or base exchanges. 

Section 7510 of the Internal Revenue Code of 1954 provides as 
follows: 

The privilege existing by provision of law on December 1, 1876, or thereafter 
of purchasing supplies of goods imported from foreign countries for the use of 
the United States, duty free, sliall be extended, under such regulations as the 
Secretary or his delegate may prescribe, to all articles of domestic production 
which are subject to tax by the provisions of this title. 

Section 5704(b) of the Code provides, in part, that a manufacturer 
may remove cigars, cigarettes, and cigarette papers and tubes, without, 
payment of tax, for use of the United States, in accordance with such 
regulations and upon the filing of such bonds as the Secretary of the 
Treasury or his delegate shall prescribe, 

26 CFR 295. 81 provides that cigars, cigarettes, and ciga, rette papers 
and tubes purchased by a Federal agency with funds appropriated by 
the Congress of the United States may be removed, without payment 
of tax, in accordance ivith this part, for delivery to such Federal 
agency for gratuitous distribution under the supervision of such 
agency. Such articles purchased by a donor from a manufacturer, 
or donated directly by a manufacturer, may also be removed, without 
payment of tax, in accordance with this part, for delivery to a Federal 
agency for gratuitous distribution under the supervision of such. 
agency to (1) charges of the United States, or (2) patients in a 
hospital or institution operated by the government of a State or the 
District of Columbia where the Federal agency maintains a program 
for such distribution to members or veterans of the armed. forces of 
the United States in such hospital or institution. Cigars, cigarettes, 
and cigarette papers and tubes removed under the provisions of this 
part may not be sold. subsequent to removal. 
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Since the cigars, cigarettes, and cigarette papers and tubes are 
neither purchased by a Federal agency with congressionally appropri 
ated funds nor purchased by a donor and delivered to a Federal 
agency for gratuitous distribution under its supervision to charges 
o7 the United States or to patients, the removal of such articles for 
delivery to military and naval bases and establishments in this country 
for distribution to oflicers and enlisted personnel at special and holiday 
dinners and at recreational activities would not be "for use of the 
United States" within the meaning of section 5704(b) of the Code. 
Therefore, cigars, cigarettes, and cigarette papers and tubes may not 
be removed for such purposes. 

Revenue Ruling 64 — 17, C. B. 1964 — 1 (Part 1), 579, is hereby 
superseded. 

SECTION 5705. — CREDIT, REFUND, OR ALLOWANCE OF 
TAX 

26 CFR 270. 282: Allowance of tax. 

Procedure for recording and reporting cigars and cigarettes removed 
subject to tax and treatment of tax determined (including taxpaid) 
cigars and cigarettes received into the factory. See Rev. Proc. 66-23, 
page 651. 

26 CFR 270. 283: Credit or refund of tax. Rev. Rul. 66 — 125 

A corporation which acquires all of the capital stock of a manufac- 
turing company which was thereafter dissolved, is considered the 
"manufacturer" within the intent of section 5705(a) of the Internal 
Revenue Cocle of 1054 and, as such, is entitled to ale a claim for 
credit or refund of the tax paid on cigars and cigarettes by the 
former company where such products are subsequently withdrawn 
from the market after acquisition by the successor corporation. 

Revenue Ruling 04 — 20, C. B. 1004 — 1 (Part 1), 580, superseded. 

A. dvice has been requested whether a corporation which purchased 
all of the capital stock of a manufacturing corporation, after which 
the manufacturing corporation was dissolved, is entitled to file a 
claim for credit or refund of the tax on cigars and cigarettes with- 
drawn from the market where the tax was paid on the products re- 
moved from its factory by the manufacturing corporation prior to 
its sale. 

The tax was paid by X company on cigars and cigarettes produced 
in and removed from its factory. Subsequent thereto, all of the capital 
stock of Z' company was transferred to X corporation and X company 
was formally dissolved, at which time the assets of X' company were 
distributed to X corporation. The cigars and cigarettes were with- 
drawn from the market by I' corporation after dissolution of X com- 

pany, and X corporation filed a claim for refund of the tax paid on 

the products. 
Section 5705(a) of the Internal Revenue Code of 1954 provides& m 

part& that a credit or refund of any tax imposed by chapter 52 thereof 
shall be allowed or made to the manufacturer on proof satisfactory to 
the Secretary of the Treasury or his delegate that the claimant manu- 

facturer has paid the tax on cigars and cigarettes withdrawn by him 

from the market. 



26 CFR 270. 286 provides, in part, for the credit or refund to the 
manufacturer of the tax oii cigars and cigarettes withdrawn from 
the market by the manufacturer. 

It is held that the claimant manufacturer referred to in section 
5705(a) of the Code and 26 CFR 270. 283 covers not only the corporate 
entity which manufactured the product but also a corporation into 
which the manufacturing corporation was merged, a new corporation 
resulting from the consolidation of another coiporation with the 
manufacturing corporation, and a corporation wluch acquires all of 
the corporate stock of the manufacturing corporation which is there- 
after dissolved, as well as the transfer by operation of law of the con- 
trol of the manufacturin«corporation, such as through bankruptcy, 
the appointment of a recei~ver, or by other court order. 

Accordingly, a corporation which acquires all of the capital stock 
of the manufacturing company, which was thereafter formally dis- 
solved, should be considered the "manufacturer" within the intent of 
section 5705(a) of the Code since that corporation is the successor 
to the manufacturing company and, therefore, is entitled to file claim 
for credit or refund of tax on the cigars and cigarettes subsequently 
withdrawn from the market. On the other hand, if a corporation 
merely purchases the assets of a manufacturing company which con- 
tinues in existence, then the purchasing corporation is not entitled to 
file a claim for credit or refund of the tax on the cigars and cigarettes 
produced. and removed by the manufacturing company prior to the 
sale of its assets. 

Revenue Ruling 64 — 20, C. B. 1964 — 1 (Part, 1), 580, is hereby 
superseded. 

(Also Section 275. 168. ) Rev. Rul. 66 — 126 

Cigars and cigarettes which have been confiscated by State, county, 
or other local or municipal authorities may be purchased by the manu- 
facturer thereof in order to claim credit, or refund of tax paid on such 
products or by the importer thereof in order to claim refund of the tax 
paid. After filing a schedule on Form 6060, Schedule of Tobacco 
Products or Cigarette Papers oi Tubes Withdrawn From the Market, 
for the cigars and cigarettes, the manufacturer or iniporter may destroy 
or reduce to tobacco such products, as authorized by the Assistant Re- 
gional Commissioner, Alcohol and Tobacco Tax, and, in the case of 
a manufacturer, file claim for credit or refund of the tax involved or, 
in the case of an importer, file a claim ior refund of the tax. In such 
a case, a timely claim for credit or refund of the tax would be con- 
sidered as covering cigars and cigarettes withdrawn from the market 
by the manufacturer or importer within the meaning of section 5705 
of the Internal Revenue Code of 1954. Such schedules and claims 
should be filed in accordance with 26 CFR 270. 286 or 275. 168. 

Revenue Ruling 64 — 21, C. B. 1964 — 1 (Part 1), 581, is hereby 
superseded. 

The period of limitation for filing clainis for credit or refund of 
tax on cigars and cigarettes withdrawn from the market. See Rev. 
Proc. 66 — 20, page 647. 
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Procedure for recording and reporting cigars and cigarettes re- 
moved subject to tax and treatment of tax determined (including tax- 
paid) cigars and cigarettes received into the factory. See Rev. Proc. 
66 — 28, page 651. 

Procedure to be followed in executing Form 8069 to support claims 
for credit or refund of tax on cigars and cigarettes withdrawn from the 
market. See Rev. Proc. 66 — 24, page 652. 

26 CFR 270. 811: Action by claimant. 

Procedure to be followed in executing Form 8069 to support claims 
for credit or refund of tax on cigars and cigarettes withdrawn from 
the market. See Rev. Proc. 66 — 24, page 652. 

26 CFR 275. 168: Refund of tax. 
Claim for refund of tax paid on cigars and cigarettes confiscated by 

State authorities where such products are purchased and withdrawn 
from the market by a tobacco products manufacturer. See Rev. Rul. 
66 — 126, page 848. 

The period of limitation for filing claims for refund of tax on cigars 
and cigarettes withdrawn from the market. See Rev, Proc. 66-20, 
page 647, 

SECTION 5706. — DRAWBACK OF TAX 
26 CFR 290. 221: Application of drawback of 

tax. 
Exportation of cigars and cigarettes with benefit of drawback of 

tax. See Rev. Rul, 66 — 127, page 889. 

SUBCHAPTER B. — QUALIFICATION REQUIREMENTS FOR MANUFAC- 
TURERS OF TOBACCO PRODUCTS AND CIGARETTE PAPERS AND 
TUBES, AND EXPORT WAREHOUSE PROPRIETORS 

SECTION 5712. — APPLICATION FOR PERMIT 
Rev. Rul. 66 — 180 26 CFR 270. 47: Other businesses within 

factory. 
(Also 270, 72. ) 
(Also Section 5741; 270. 184. ) 

The sale of cigars and cigarettes, subject to tax, on factory prem- 
ises is not considered to be an "other business" within the meaning 
of 26 CFR 270. 47. Also, sales of products other than cigars and 
cigarettes to employees of a manufacturer of tobacco products and 
operation of facilities such as cafeterias and vending machines on 
factory premises, even by other entities, are not considered to be 
an "other business" under the regulations, so long as such operations 
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are activities in connection with the cigar and cigarette business of 
the manufacturer. 

Revenue Ruling 64 — 144, C. B. 1964-1 (Part 1), 584, superseded. 

Advice has been requested whether the sale of cigars and cigarettes 
and products other than cigars and cigarettes on factory premises by 
a manufacturer of tobacco products to his employees constitutes an 
"other business" under the circumstances described below. 

A manufacturer of tobacco products set up several small stores on 
the premises of his factories for the purpose of making available for 
sale to his employees, for personal consumption only, cigars and ciga- 
rettes of his manufacture and products other than cigars and cigarettes 
of subsidiaries and other divisions of the corporate manufacturer. In 
addition, cafeterias and vending machines are operated on the factory 
premises for the convenience of the employees. 

26 CFR 270. 47 provides that the Director, Alcohol and Tobacco Tax 
Division, may authorize other businesses within the factory as he finds 
will not jeopardize the revenue, will not hinder the effective admin- 
istration of the regulations, and will not be contrary to law. 

The sale of cigars anti cigarettes by manufacturers of tobacco prod- 
ucts on their factory premises is recognized in 26 CFR 2?0. 184 subject, 
of course, to payment of the tax applicable to such products. These 
sales, however, need not be confined to the employees of the manu- 
facturer operating the factory. Moreover, under 26 CFR 270. 72, a, 

manufacturer of tobacco products may carry on activities in connec- 
tion with his business, such as may be conducted for the use and 
convenience of his employees. 

Accordingly, it is held tliat the sale of cigars and cigarettes, subject 
to tax, by a manufacturer of tobacco products on factory premises to 
his employees is not considered to be an "other business" within the 
meaning of 26 CFR 270. 47. 

Furthermore, the sale of products other than cigars and cigarettes 
and tile operation of cafeterias and vending machines on factory prem- 
ises, even if operated by entities other than the manufacturer or 
subsidiaries or divisions thereof, are not considered to be an "other 
business" ivithin the scope of 26 CFR 270. 47, so long as such opera- 
tions are activities in connection with the cigar and cigarette business 
of tlie manufacturer. 

Revenue Ruling 64 — 144, C. B. 1064 — 1 (Part 1), 584, is hereby 
superseded. 

26 CFR 270. 72: Use of factory premises. 

)Vhether the sale of cigars and cigarettes and products other than 
cigars and cigarettes on factory premises by a manufacturer of tobacco 
products to his employees constitutes an "other business. " See Rev. 
Rul. 66 — 160, page 644. 

SECTION 5718. — PERMIT 
26 CFR 270. 75: Issuance of permit. 

Method of showing the permit number of a tobacco products manu- 
facturer on packages of cigars and cigarettes, and in reports, returns, 
and other documents. See Rev. Rul. 66 — 168, page 847. 
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26 CFR 200. %: Issuance of permit. 

Method of showing the yermit number of a tobacco products manu- 
facturer on packages of cigars and cigarettes, and in reports, returns, 
and other documents. See Rev. Rul. 66 — 133, page 347, 

SUBCHAPTER C. — OPERATIONS BY MANUFACTURERS AND IMPORTERS 
OF TOBACCO PRODUCTS AND CIGARETTE PAPERS AND TUBES AM) 
EXPORT WAREHOUSE PROPRIETORS 

Rev. Rul. 66 — 131 26 CFR 270. 211: Package. 
(Al so 275. 71. ) 

26 CFR 270. 211 and 275. 71 do not prohibit the use of outer con- 
tainers for packages of cigars or cigarettes. B'ek/, packages of 
cigars or cigarettes bearing the required mark and notice may be en- 
closed in outer containers which may be sealed. Internal revenue 
oScers are, of course, authorized to open such outer containers in the 
course of their inspection of cigars and cigarettes so packaged. 

Revenue Ruling 64 — 22, C. B. 1064 — 1 (Part 1), 585, is hereby 
superseded. 

SECTION 5723. — PACKAGES, MARKS, LABELS, NOTICES, 
AND STAMPS 

Whether a wholesale or retail dealer in cigars and cigarettes may 
remove such products from the required packages (as put up by the 
manufacturer or importer) for transmission by mail or other method 
of delivery to prospective customers. See Rev. Rul. 66 — 135, page 351. 

26 CFR 270. 212: Mark. Rev. Rul. 66-132 
(Also 270. 214, 270. 215, 275, 73, 275. 74, 206. 166. ) 

The mark and notice required by regulations may appear on a 
cigar or cigarette package consisting of cellophane (or similar 
material) or on such material used to wrap a cigar or cigarette 
package. However, under the law and regulations, cigars and 
cigarettes must remain in the package bearing the required mark 
and notice from the time of removal of the products from the fac- 
tory or release from customs custody to the time that the consumer 
acquires possession of such products. 

Revenue Ruling 64 — 28, C. B. 1964 — 1 (Part 1), 586, superseded. 

Advice has been requested whether tlie required mark and notice 
may appear on a cigar or cigarette package consisting of cellophane 
(or similar material) or on such material used to wrap a cigar or 
cigarette package. Advice has also been requested whether cigars 
and cigarettes possessed by the consumer must be in the package (as 
put up by the manufacturer or importer) bearing the required mark 
and notice. 

Section 5723(b) of the Internal Revenue Code of 1954 provides, in 
part, that every package of cigars or cigarettes shall, before removal, 
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bear the marks, labels, notices, and stamps, if any, that the Secretary 
or his delegate by regulation presci ibes. 

26 CFR 270. 212, 270. 214, and 270. 215, implementing section 5723 (b) 
of the Code, set. forth requirements that every package of cigars or 
cigarettes shall identify the manufacturer liable for payment of the 
tax and shall indicate the kind, quantity, and the classification of the 
product for tax purposes. 

Section 5751(a) (3) of the Code provides that no person shall (even 
without intent to defraud the United States) purchase, receive, possess, 
o[Fer for sale, or sell or otherwise dispose of, after removal, any cigars 
or cigarettes which are not put up in packages as required under sec- 
tion 5723 of the Code or which are put up in packages not bearing the 
marks, labels, notices, and stamps, if. any, as required under such 
section. Section 5751(a) (3) of the Code further provides that the 
restrictions set forth therein shall not prevent the sale or delivery 
of cigars or cigarettes directly to consumers from proper packages, 
nor apply to such articles when so sold or delivered. 

In addition, 26 CFR 296. 166 provides that cigars and cigarettes iiiay 
be sold, or ofFered for sale, at retail from, such packages, provided the 
products remain in the packages until removed by the customer or in 
the presence of the customer. 

Accordingly, it is held that the required mark and notice may 
appear on a cigar or cigarette package consisting of cellophane (or 
similar material). Siiiiilarly, such required mark and notice may 
appear on cellophane (or similar material) used to wrap a cigar or 
cigarette package where it is concluded from the type of package (e. g. , 
20-pack of cigarettes, 5-pack of cigars, specialty box for cigars such 
as a jewelry box or pocket, case, etc. ), and from the practice of' market- 
ing such package at retail, that it will be delivered to the consumer 
with the wrapping intact. However, under the law and regulations, 
the cigars and cigarettes must remain in the package (as put up by 
the manufacturer or importer) bearing the required mark and notice 
from the time of removal of the cigars and cigarettes from the factory 
(or their release from customs custody) to the time that the consumer 
acquires possession of such products. Consequently, where the con- 
sumer purchases a 5-pack of cigars, discards the package, and places 
the loose cigars in his pocket or in a cigar case, the restrictions in 
section 5751(a) (3) of the Code do»ot apply to such cigars. 

Revenue Ruling 64 — 23, C. B. 1964 — 1 (Part 1), 586, is hereby 
superseded. 

Rev. Rul. 66 — 133 (Also 290. 184, 295. 42. ) 
(Also Section 5713; 270. 75, 290. 93. ) 

The use of permit numbers by manufacturers of tobacco products 
and proprietors of export, i~ arehouses is provided for in 26 CFR 270. 75 
and 290. 93. 

0 herever such a permit number is required to be shown on packages 
of cigars or cigarettes, and in reports, returns, and other documents 
filed with the Internal Revenue Service and other governmental agen- 
cies, it should be complete and should include (1) the letters TP or EW, 
as the case may be, (2) the number assigned by the Assistant Regional 
Commissioner, Alcohol and Tobacco Tax, and (3) the name of the 
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State or proper abbreviation thereof, in which the factory or export 
warehouse is located. 

Revenue Ruling 64 — 24, C. B. 1964 — 1 (Part 1), 587, is hereby 
superseded, 

Whether a wholesale or retail dealer in cigars and cigarettes may 
remove such products from the required packages (as put up by the 
manufacturer or importer) for transmission by mail or other method 
of delivery to prospective customers. See Rev. Rul. 66 — 185, page 85]. 

Whether a single cigar may be sold from a vending machine where 
it is put up by the manufacturer in a package (cellophane, tube, etc. ) 
which bears the manufacturer's permit number and class designation 
of the cigar. See Rev. Rul. 66 — 186, page 852. 

Manufacturer liable for the tax required to be identified in the 
mark. See Rev. Proc. 66 — 25, page 658. 

26 CFR 270. 214: Notice for cigars. 

Whether the required mark and notice may appear on a cigar or 
cigarette package consisting of cellophane (or similar material) or on 
such material used to wrap a cigar or cigarette package. See Rev. 
Rul. 66 — 182, pa, ge 846. 

Whether a wholesale or retail dealer in cigars and cigarettes may 
remove such products from the required packages (as put by the 
manufacturer or importer) for transmission by mail or other method 
of delivery to prospective customers. See Rev, Rul. 66 — 185, page 851. 

Whether a single cigar may be sold from a vending machine where 
it is put up by the manufacturer in a package (cellophane, tube, etc. ) 
which bears the manufacturer's permit number and class designation 
of the cigar. See Rev. Rul. 66 — 186, page 852. 

Appearance of the word "cigars" on packages of large cigars. See 
Rev. Proc. 66 — 21, page 648. 

26 CFR 270. 215: Notice for cigarettes. 

Whether the required mark and notice may appear on a cigar or 

cigarette package consisting of cellophane (or similar material) or on 

such material used to wrap a cigar or cigarette package. See Rev 
Rul. 66 — 182, page 846. 

Whether a wholesale or retail dealer in cigars and cigarettes may 
remove such products from the required packages (as put up by the 
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manufacturer or importer) for transmission by mail or other method 
of delivery to prospective customers. See Rev. Rul. 66 — 135, page 651. 

26 CFR 275. 71: Package. 

)Vhether packages of cigars or cigarettes bearing the required mark 
and notice may be enclosed in outer containers. See Rev. Rul. 66 — 131, 
page '346. 

)Vhether a wholesale or retail dealer in cigars and. cigarettes may 
remove such products from the required packages (as put up by the 
manufacturer or importer) for transmission by mail or other method 
of delivery to prospective customers. See Rev. Rul. 66 — 135, page 351. 

26 CFR 275. 73: Notice for cigars. 
'0 hether the required mark and notice may appear on a cigar or 

cigarette package consisting of cellophane (or similar material) or on 
such material Zsed to wrap a cigar or cigarette package. See Rev. 
Rul. 66 — 132, page 846. 

'9'hether a v. holesale or retail dealer in cigars and cigarettes may 
remove such products from the required packages (as put up by the 
manufacturer or importer) for transmission by mail or other method 
of delivery to prospective customers. See Rev. Rul. 66 — 135, page 851. 

whether a single cigar may be sold from a vending machine where 
it is put up by the manufacturer in a package (cellophane, tube, etc. ) 
which bears the manufacturer's permit number and class designation 
of the cigar. See Rev. Rul. 66 — 136, page N2. 

Appearance of the word "cigars" on packages of large cigars. See 
Rev. Proc. 66 — 21, page 648. 

26 CFR 275. 74: Notice for cigarettes. 

whether the required mark and notice may appear on a cigar or 
cigarette package consisting of cellophane (or similar material) or on 
such material i~sed to wrap a cigar or cigarette package. See Rev. 
Buh 66 — 1. "& &, page 346. 

whether a wholesale or retail dealer in cigars and cigarettes may 
remove such products from the required packages (as put up by the 
manufacturer or importer) for transmission by mail or other method 
of delivery to prospective customers. See Rev. Rul. 66 — 1N, page 851. 

26 CFR 275. 75: Exemptions. 
)Vhether a wholesale or retail dealer in cigars and cigarettes may 

remove such products from the required packages (as put up by the 
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manufacturer or importer) for transmission by mail or other method 
of delivery to prospective customers. See Rev. Rul. 66 — 185, page 35] 

26 CFR 290. 184: Mark. 
Method of showing the permit number of a tobacco products manu 

facturer on packages of cigars and cigarettes, and in reports, returns. 
and other documents. See Rev. Rul. 66 — 188, page 347. 

26 CFR 290. 185: Label or notice. Rev. Rul. 66 — 184 
The label or notice required on packages of tax-exempt cigars and 

cigarettes removed for export cannot be placed inside packages 
made of nontransparent plastic material where it would not be 
visible. 

Revenue Ruling 63 — 143, C. B. 1063 — 2, 684, superseded, 

Advice has been requested by a manufacturer of tobacco products 
whether the label or notice, required by regulations to be on packages 
of tax-exempt cigars and cigarettes removed for export, may be 
placed inside packages made of nontransparent plastic material. 

Section 5728(b) of the Internal Revenue Code of 1954 provides 
that every package of cigars and cigarettes shall, before removal, 
bear the marks, labels, notices, etc. , that the Secretary of the Treasury 
or his delegate by regulations prescribes. 

26 CFR 290. 185 provides, in part, that every package of cigars and 
cigarettes shall, before removal from the factory for export without 

payment of tax, have adequately imprinted thereon, or on a label 
securely aSxed thereto, the words "Tax-exempt. For use outside 
U. S. " or the words "U. S. Tax-exempt. For use outside U. S. ", except 
where a stamp, sticker, or. notice, required by a foreign country or 
a possession of the United States, which identifies such country or 
possession, is so imprinted or aKxed. 

The marks, labels, notices, etc, , required by section 5728 of the 
Code, must be visible on packages of cigars and cigarettes in order 
to fulfill the purpose of the law to protect the revenue. Accordingly, 
26 CFR 290. 185 requires a label or notice on packages of tax-exempt 
cigars ancl cigarettes for use outside the United States to readily dis- 
tinguish such packages from packages of taxpaid cigars and cigarettes 
f or domestic consumption. 

In view of the foregoing, it is held that the label or notice required 
by 26 CFR 290. 185 to distinguish tax-exempt cigars and cigarettes 
from taxpaid products cannot be placed inside packages made of non- 
transparent plastic material where it would not be visible. 

-Revenue Ruling 68 — 148, C. B. 1968 — 2, 684, is hereby superseded. 

26 CFR 295. 42: Mark. 

Method of showing the permit number of a tobacco products manu- 
facturer on packages of' cigars and cigarettes, and in reports, returns& 
and other documents. See Rev. Rul. 66 — 138, page 847 
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26 CFR 296. 166: Dealing in cigars and 
cigarettes. 

Whether the required mark and notice may appear on a cigar or 
cigarette package consisting of cellophane (or similar material) or 
on such material used to wrap a cigar or cigarette package. See Rev. 
Rul. 66 — 182, page N6. 
SUBCHAPT'ER D. — RECORDS OF MANUFACTURERS OF TOBACCO PROD- 

UCTS AND CIGARETTE PAPERS AND TUBES, AND EXPORT WARE- 
HOUSE PROPRIETORS 

SECTION 5741. — RECORDS TO BE MAINTAINED 

26 CFR 270. 188: Record of cigars and 
cigarettes. 

Procedure for recording and reporting cigars and cigarettes re- 
moved subject to tax and treatment of tax determined (including 
taxpaid) cigars and cigarettes received into the factory. See Rev. 
Proc. 66 — 28, page 651. 

26 CFR 270. 184: Record in support of re- 
movals subject to tax. 

Whether the sale of cigars and cigarettes and products other than 
cigars and cigarettes on factory premises by a manufacturer of tobacco 
products to his employees constitutes an "other business". See Rev. 
Rul. 66 — 160, page 844. 

Procedure for recording and reporting cigars and cigarettes re- 
moved subject to tax and treatment of tax determined (including 
taxpaid) cigars and cigarettes received into the factory. See Rev. 
Proc. 66 — 26, page 651. 

26 CFR 270. 202: Reports. 

Procedure for recording and reporting cigars and cigarettes re- 
moved subject, to tax and treatment of tax determined (including 
taxpaid) cigars and cigarettes received into the factory. See Rev. 
Proc. 66 — 23, page 651. 

SUBCHAPTER E. — GENERAL PROVISIONS 

26 CFR 296. 166: Dealing in cigars and ciga- 
rettes. 

(Also Section 5726; 270. 211, 270. 212, 270'. 214, 
270. 215, 275. 71, 275. 76, 275. 74, 275. 75. ) 

A dealer in cigars and cigarettes (wholesale or retail) mav not 
remove cigars or cigarettes from. the required packages (as put up 

Rev. Rul, 66 — 165 

SECTION 5751. PURCHASE, RECEIPT, POSSESSION, OR 
SALE OF TOBACCO PRODUCTS AND CIGARETTE PA- 
PERS AND TUBES, AFTER REMOVAL 
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by the manufacturer or importer), for transmission by mail, express, 
or other similar method to prospective customers, either as free 
samples to solicit trade or for sale. 

Revenue Ruling 64-28, C. B. 1964 — 1 (Part 1), 594, superseded. 

Advice has been requested whether cigars may be removed from a 
taxpaid package by a dealer for delivery by mail to customers as 
free samples. Advice has also been requested whether sample packages 
may be made up of cigars from taxpaid packages of more than one 
manufacturer for sale through the mail to customers. 

Under section 5751(a) (3) of the Internal Revenue Code of 1954 
and 26 CFR 296. 166, all cigars and cigarettes purchased, received, pos- 
sessed, offered for sale, sold or otherwise disposed of, by a dealer 
(wholesale or retail) must be in proper packages (as put up by the 
manufacturer or importer) which hear the mark and notice as pre- 
scribed in 26 CFR 270. 211 through 270. 215 and 275. 71 through 275. 75, 
Cigars and cigarettes may be sold or offered for sale at retail from such 

b 
ackages, provided the products remain in the packages until removed 

y the customer or in the presence of the customer. 
A dealer in cigars and cigarettes (wholesale or retail) may not re- 

move such products from the required packages (as put up by the 
manufacturer or importer) for transmission by mail, express, or 
other similar method to prospective customers, either as free samples 
to solicit trade or for sale. 

Revenue Ruling 64 — 28, C. B. 1964 — 1 (Part 1), 594, is hereby 
superseded. 

(Also Section 5723; 270. 212, 270. 214, 275. 73. ) Rev. Rul. 66-136 

A single cigar put up bv a manufacturer in a package (cellophane, 
tube, etc. ) which bears the manufacturer's permit number and the 
class designation of the cigar may be sold from a vending machine, 
since the package substantially satisfies the requirements with re- 
spect to mark and notice. 

Revenue Ruling 64-133, C. B. 1964 — 1 ( Part 1), 594, superseded. 

Advice has been requested whether a single cigar may be sold from a 
vending machine if the cigar is put up by the manufacturer in a pack- 
age (cellophane, tube, etc. ) which bears the manufacturer's permit 
number and the class designation "K, the ordinary retail price of this 
cigar is intended by the manufacturer to be more than 8 cents and not 
more than 15 cents. " 

26 CFR 296. 166 provides that a]l cigars and cigarettes purchased, 
received, possessed, offered for sale, sold or otherwise disposed of& by 
any dealer must be in proper packages which bear the prescribed mark 
and notice. Cigars and cigarettes may be sold or o8ered for sale, at 

k- retail from such packages, provided the products remain in the pac- 
ages until removed by the customer or in the presence of the customer 
Where a vending machine is used, cigars and cigarettes must similarly 
be vended in proper packages or d~'meetly from such packages. 

26 CFR 270. 212 provides, in pertinent part, tliat every package of 
cigars or cigarettes packed in a domestic factory shall, before removal 
subject to tax, have adequately printed thereon, or on a label securely 
a5xed thereto certain specified information, or the permit numbe~ 
of the factory from which such products are to be so removed. 
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In accordance with 26 CFR 270. 214, every package of cigars shall, 
before removal subject to tax, have adequately imprinted thereon, or 
on a label securely aSxed thereto, the designation "cigars, " the quantity 
of such product contained therein, and the classification of the product 
for tax purposes. 26 CFR 275. 73 provides similar requirements with 
respect to the notice on imported cigars. 

Although the package containing the cigar in the instant case does 
not express the quantity and the word "cigar" separately from the class 
designation, the package substantially complies with the requirements 
of the regulations, since such expressions are not needed where a pack- 
age contains only a single visible cigar. 

Accordingly, it is held tliat where a single cigar is put up by a muiiu- 
facturer in a package (cellophane, tube, etc. ) so that the cigar is visible 
and the package bears the manufacturer's permit number and the 
class designation of tlie cigar, sucli cigars may be sold from a vending 
machine since the package substantially satisfies the requirements 
with respect to mark and notice. 

Revenue Ruling 64 — 183, 'C. B. 1964 — 1 (Part 1), 594, is hereby super- 
seded. 

SUBTITLE F. — PROCKDURK AND ADMINISTRATION 

CHAPTER 67. — INTEREST 

SUBCHAPTER A. — INTEREST ON UNDERPAYMENTS 

SECTION 6601. — INTEREST ON UiVDERPAYMENT, NON- 
PAYMENT, OR EXTENSIONS OF TIME FOR PAYMENT, 
OF TAX 

Rev. Rul. 66 — 187 26 CFR 801. 6601 — 1: Interest on underpay- 
ments. 

(Also Section 5704; 290. 67. ) 
When a theft of cigars and cigarettes, removed without payment 

of tax for export, occurs during a specific tax return period the last 
date for payment of the tax due is the last date for filing that 
returu. If the tax is not paid with that return, interest commences 
with that filing date and continues to accrue until the tax is paid. 

Revenue Ruling 64 — 88, C. B. 1964 — 1 (Part I), 696, superseded. 

Advice has been requested concerning the date that interest should 
commence on the tax on cigars and cigarettes removed without pay- 
ment of tax f' or exportation but which are diverted, by theft, before 
exportation. 

In the case here involved, 400, 000 cigarettes were removed from 
the factory, in bond, without payment of tax, for export. However, 
280, 000 of the cigarettes were stolen while the cigarettes were on the 
pier awaiting lading on the exporting vessel. Tile manufacturer of 
the cigarettes assumed liability for the tax but questioned the payment, 
of interest on such tax, The specific question is the date interest 
should commence oui the tax due on the diverted cigarettes. 
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Section 6601(a) of thc Internal Revenue Code of 1954 provides, in 
part. , that if any amount of tax imposed by the Code is not paid on 
or be~fore the last date prescribed for payment, interest on such amount 
at the rate of 6 percent per annum shall be paid for the period front 
such last date to the date paid. 

Section 6601 (c) of the Code prescribes that the last date for payment 
of tax shall be determined under chapter 62 of the Code and the rules 
in this subsection. (The rules stated in this subsection are not 
pertinent to this matter. ) 

Section 6151(c), a section in chapter K of the Code, provides that 
in any case in which a tax is required to be paid on or before a 
certain date, or within a certain period, any reference in this title 
to the date fixed for payment of such tax shall be deemed a reference 
to the last day fixed for such payment (determined without regard 
to any extension of time for paying the tax). 

Section 6601(f) (4) of the Code provides that if notice and demand 
is made for payment of any amount, and if such amount is paid within 
10 days after the date of such notice and demand, interest under this 
section on the amount so paid shall not be imposed for the period after 
the date of such notice and demand. 

In the instant case, the cigarettes were removed from the factory 
in bond, without payment of tax, for exportation under section 
5704(b) of the Code. The tax became due and payable by the manu- 
facturer when the cigarettes were removed from bond as a result of 
theft. This liability should have been included in the tax return 
covering the period during which the theft occurred. 

Accordingly, it is held that when a theft is known to have occurred 
during a specific return period, the last date for payment of tax, 
within the meaning of sections 6601(c) and 6151(c) of the Code, is 
the last date for filing that return. If the tax is not paid with that 
return, interest on such tax, under section 6601(a) of the Code, 
commences from such filing date. The interest continues to accrue 
until the tax is paid. EIowever, if the tax and the interest on such 
tax are paid within 10 days from the date of a notice and demarid 
for payment, no interest is imposed for the period after the date of 
the notice and demand. 

Revenue Ruling 64 — 83, C. B. 1964 — 1 (Part 1), 595, is hereby 
superseded. 

CHAPTER 80. — GENERAL RULES 

SUBCHAPTER A. — APPLICATION OF INTERNAL REVENUE LAWS 

SECTION 7805. — RULES AND REGULATIONS 

26 CFR 301. 7805 — 1: Rules and regulations. Rev. Rul. 66-2~ 

List of 7 obsolete Revenue Rulings and 5 obsolete Revenue Proce- 
dures concerning tobacco materials, tobacco products, and cigarette 
PaPers and tubes, published in C. B. 1962 — 1 through C. B. 1964-2. 

Revenue Ruling 62 — 172, C, B. 1962 — 2, 952, supplemented. 
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Because of changes in the law and regulations relating to tobacco 
under Chapter 52 of the Internal Revenue Code of 1054, a review of 
the tobacco Revenue Rulings and Revenue Procedures has been made. 

Special consideration has been given to the etlect of the Excise Tax 
Reduction Act of 1065, Public Law 80 — 44, C. B. 1065 — 2, 568, which, in 
patt, repea, led the tax on manufactured tobacco and discontinued con- 
trols on tobacco lnaterials effective January 1, 1066. 

On the basis of the review, it has been determined that the following 
Revenue Rulings and Procedures have no applications to the law and 
regulations now in e8ect, or the situation no longer exists, or they are 
unnecessary since the subject matter of the Ruling or Procedures is now 
speci6cally covered by regulations. These Revenue Rulings and Rev- 
enue Procedures are therefore found to be no longer in efFect and are 
hereby declared to be obsolete, as follows: 

Revenue Ruling 
Number 

Cumulative Buuetin 
Citation 

Revenue Ruling 
Number 

Cumulative BuHctin 
Citation 

62-64 
64-15 

64 — 19 

C. B. 1962-1, 280. 
C. B. 1964 — 1, (Part 

1), 576. 
C. B. 1964 — 1 

(Part 1), 577. 
C. B. 1964 — 1 

(Part 1), 578. 

64-25 

64-26 

64 — 27 

C. B. 1964-1 
(Part 1), 591. 

C. B. 1964 — 1 
(Part 1), 592. 

C. B. 1964-1 
(Part 1), 593. 

Revenue Procedure 
Number 

Cumulative Bulletin 
Citation 

Revenue Procedure 
Number 

Cumulative Bulletin 
Citation 

62 — 6 
64 — 7 

64 — 8 

C. B. 1962 — 1, 427. 
C. B. 1964-1 

(Part 1), 665. 
C. B. 1964-1 

(Part 1), 666. 

64-33 

C. B. 1964 — 1 
(Part 1), 666. 

C. B. 1964 — 2, 958. 

Revenue Ruling 62 — 172, C. B. 1062 — 2, 852, is hereby supplemented. 

225-ti33' — 66 — 24 
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PART IV 

I KCISI ATION AND TREATIES 

SUBPART A. — TAX CONVENTIONS 

UNITED STATES-AUSTRALIA GIFT TAX CONVENTION 

Rev. Rul. 66 — 119 
1vhere a donor, a citizen and resident of the United States, made 

a gift of securities which are deemed to be situated in Australia, 
umler Article III(1) (d) of the United States-Australia gift tax 
convention, and the Commonwealth gift duty imposed by Australia 
with respect to the gift exceeds the Federal gift tax imposed by 
the United States, under paragraph (1) of Article V of the con- 
vention a credit against the Federal gift tax is allowable for the 
full amount of the Federal gift tax imposed. 

Advice has been requested as to the application, under the circum- 
stances indicated below, of the convention between the Government 
of the United States of America aml the Government of the Common- 
wealth of Australia for the Avoidance of Double Taxation and the 
Prevention of Fiscal Evasion with Respect. to Taxes on Gifts, May 
14) 1953, 4 UST 2264) C. H. 1957 — 1, 687. 

The donor, a citizen and resident of the United States, executed 
an irrevocable deed of trust on April 26, 1962, by which she trans- 
ferred certain securities for the benefit of relatives in Australia. 
Article III(1) (d) of the convention provides that bonds, stocks, 
debentures, and other debts being securities, issued by any govern- 
ment, municipality, or public authority shall be deemed to be situated 
at the place where that government, municipality, or public authority 
is located. As the securities transferred were obligations of the 
Australian Government, they are deemed to have been situated in 
Australia under Article III (1) (d) of the convention. 

The Commonwealth gift duty imposed by Australia, because the 
property transferred was situated there, amounted to 3 a dollars. 
The Federal gift tax which would be imposed by the United States 
because the donor was domiciled in and a citizen of the United States 
amounted to 2 a dollars. 

Credit against the Federal gift tax is allowable under paragraph 
(1) of' Article V of the convention which states, in part: 

Where a Contracting State imposes tax by reason of a donor's 
being domiciled in some part of its territory or being its citizen, 
that State shall allow against so much of its tax (as otherwise 
computed) as is attributable to property situated in the territory 

(359) 
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of the otlier Contract, ing State, a credit (not exceeding the amount 
of. the tax so attributable) equal to so much of the tax imposed 
by that other Contracting State as is attributable to tliat 
property; * a e. 

Accordingly, it is held that a credit in the amount of 2 a dollars 
is allowable in computing the Federal gift tax liability of the present 
donor, under Article V of the gift tax convention between Australia 
and the United. States. 

UNITED STATES-FINLAND INCOME TAX CONVENTION 

Rev. Rul. 66-55 T. D. 6202, C. B. 1956 — 2, 1067, Section 
511. 108: Exemption from United 
States tax. 

(Also Part I, Sections 1441, 1442; 26 
CFR 1. 1441 — 1, 1. 1442 — 1. ) 

Article VIII of the United States-Finland Income Tax Convention, 
T. D. 6202, C. B. 1956 — 2, 1067, provides that royalties for the right to 
use copyrights or in respect of the right to produce any literary, 
dramatic, musical, or artistic work (but not inclusive of rents or 
royalties in respect of motion picture films) derived from sources 
within the United States by a resident, corporation, or other entity 
of Finland, not engaged in trade or business in the United States 
tlirough a permanent establishment in the United. States, are exempt 
from United States tax. 

The term royalties, within the purview of Article VIII of the 
convention, does not include industrial roy. alties. 

Revenue Ruling 60 — 288, C. B. 1960 — 2, 265, is hereby clarified to 
show, in the case of Finland, that industrial royalties are not exempt 
from United States tax, and that tax is to be withheld at the statutory 
rate prescribed by sections 1441 and. 1442 of the Internal Revenue 
Code of 1954. This Revenue Ruling is not determinative with respect 
to industrial royalties under income tax conventions with other 
countries enumerated in Revenue Ruling 60 — 288. 

UNITED STATES — I'EDERAL I'EPUBLIC OF GERMANY 
PPOTOCOL MODIFYING INCOME TAX CONVENTION 

A protocol modifying the Convention of July 22, 1954, between the 
United States and the Federal Republic of Germany for the avoid- 
ance of double taxation with respect to income was signed at Boiin 
on September 17, 1965. Ratification was advised by the United States 
Senate' on October 22, 1965, and the Protocol was ratified by the 
President on November 15, 1965. It was ratified by the Federal Re- 
public of Germany on December 27, 1965. The instruments of ratifi- 
cation were exchanged at Bonn on December 27, 1965, and the 
President proclaimed the Protocol on December 80, 1965. It was 
entered into force on December 27, 1965. 

r Senate E~xeeutive Report No. 7, page 543, this Buuettn. 



The oflicial text of the Protocol is contained in the pamphlet of 
the Treaties and Other International Acts Series (TIAS) designated 
as TIAS 5920. The English text of the Protocol follows: 

The Unitecl States of America and the Federal Republic of 
Germany, 

Desiring to modify the Convention between the United States of 
America and the Federal Republic of Germany for the Avoidance of 
Double Taxation with respect to Taxes on Income, signed on July 22, 
1954 [C. B. 1955 — 1, 635]& and to extend it to certain other taxes, the 
Convention bearingi the title 
"Convention between the United States of America ancl the Federal 
Republic of Germany for the Avoidance of Double Taxation with 
respect to Taxes on Income and to certain other Taxes" 
have agreed as follows: 

Article 1 

Article I of the Convention shall be deleted and replaced by the 
following: 

"Article I 

(1) The taxes referred to in this Convention are: 
(a) In the case of the United States of America: 

The Federal income taxes, including surtaxes 
(hereina f ter referred to as "United States tax"); 

(b) In the case of the Ferleral Republic of Germany: 
The Einkommensteuer (income tax), 
the Korperschaftsteuer (corporation tax), 
the Gewerbesteuer (trade tax), and 
the Vermogensteuer (capital tax) 
(hereinafter referred to as "Federal Republic tax"). 

(2) The present Convention shall also apply to any other tax 
of a substantially similar character which may be imposed by one of 
the contracting States after the date of signature of the present 
Convention. 

(3) The provisions of the present Convention in respect to the 
taxation of profits shall likewise apply to the Federal Republic trade 
tax (Gewerbesteuer) computed on a basis other than profits or 
capital. " 

Article 2 

Article II(1)(c) of the Convention shall be deleted and replaced by: 
"(c) (aa) The term "permanent establishment" means a fixed 

place of business in which the business of an enterprise 
of one of the contracting States is wholly or partly 
carried on. 

(bb) A permanent establishment shall include especially: 
a place of management; 
a branch; 
an office; 
a store or other sales outlet; 



(cc) 

(dd) 

(ee) 

(ff) 

a factory; 
a workshop; 
a mine, quarry or other place of extraction of natural. 
resources; 
a building site or construction or assembly project which 
exists for more than twelve months. 
Notwithstanding subparagraph (c) (aa) of this paragraph 
a permanent establishment shall be deemed not to in- 
clude one or more of the following activities: 
the use of facilities for the purpose of storage, display or 
delivery of goods or merchandise belonging to the 
enterprise; 
the maintenance of a stock of goods or merchandise be- 
longing to the enterprise for the purpose of storage, dis- 
play or delivery; 
the maintenance of a stock of goods or merchandise be- 
longing to the enterprise for the purpose of processing by 
another enterprise; 
the maintenance of a fixed place of business for the pur- 
pose of purchasing goods or merchandise, or for collecting 
information, for the enterprise; 
the maintenance of a fixed place of business for the pur- 
pose of advertising, for the supply of information, for 
scientific research or for similar activities, if they have a 
preparatory or auxiliary character, for the enterprise, 
Even if an enterprise of one of the contracting States does 
not have a permanent establishment in the other State 
under subparagraph (c) (aa) to (cc) of this paragraph, 
nevertheless it shall be deemed to have a permanent 
establishment in the latter State if it is engaged in trade or 
business in that State through an agent who has an 
authority to conclude contracts in the name of the enter- 
prise and regularly exercises that authority in that State, 
unless the exercise of authority is limited to the purchase 
of goods or merchandise for the account of the 
enterprise. 
An enterprise of one of the contracting States shall not be 
deemed to have a permanent establishment in the other 
State merely because it is engaged in trade or business in 
that other State through a broker, general commission 
agent or any other agent of an independent status, where 
such person is acting in the ordinary course of business. 
The fact that a resident or a corporation of one of the 
contracting States controls, is controlled by, or is under 
common control with, (i) a corporation of the other State 
or (ii) a corporation which engages in trade or business in 
that other State (whether through a permanent establish- 
ment or otherwise) shall not be taken into account in de- 
termining whether such resident or corporation has a 
permanent establishment in that other State. " 
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Article 8 

Article III of the Convention shall be deleted and replaced by the 
following: 

"Article III 

(1) Industrial or commercial profits of an enterprise of one of the 
contracting States shall be exempt froni tax by the other State unless 
the enterprise is engaged in trade or business in such other State 
through a permanent establishment situated therein. If such enter- 
prise is so engaged, tax may be imposed by such other State on the in- 
dustrial or commercial profits of the enterprise biit only on so much of 
them as are attributable to the permanent establishment or are derived 
from sources within such other State from sales of goods or merchan- 
dise of the same kind as those sold, or from other business transactions 
of the same kind as those effected, through the permanent establish- 
ment. 
(2) Where an enterprise of one of the contracting States is 
engaged in trade or business in the other State through a, peimanent 
establishment situated therein, there shall be attributed to such perma- 
nent establishment the industr~ial or commercial profits which it, might 
be expecterl to derive if it were an independent enterprise engaged 
in the same or similar activities under the same or similar conditions 
and dealing at arm's length with the enterprise of which it is a per- 
manent. est~ablishment. Where the enterprise, in addition to the profits 
derived through the permanent establishment, derives other profits 
of the kind referred to in paragraph (1), such other profits shall be 
treated as if they were derived through the permanent establishment. 
(8) In determining the industrial or commercial profits of an 
enterprise of one of the contracting States which are taxable in the 
other State in accordance with paragraphs (1) and (2), there shall be 
allowed as deductions all expenses, wherever incurred, which are 
reasonably connected with the profits so taxable, including executive 
ancl general adininistrative expenses. 
(4) No profits shall be deemed to be derived from sources 
within one of the contracting States by an enterprise of the other 
State merely by reason of the purchase of goods or merchandise by 
a permanent establishment of. the enterpiise, or by the enterprise 
itself, for the account of the enterprise. 
(5) The term "industrial or commercial profits" means income 
derived by an enterprise from the active conduct of a trade or busi- 
ness, including income derived by an enterprise from the furnishing 
of services of employees or other personnel, but does not include 
income dealt with in Article VI paragraphs (1) to (6) (dividends), 
Article VII paragraphs (1) and (2) (interest), Article VIII para- 
graphs (1) to (8) (royalties), Article IX (income from real property 
and natural resources), Article IX A paragraphs (1), (2) and (4) 
(capital gains) and Article X (labor and personal services). " 

Article 4 

Article VI of the Convention shall be deleted and replaced by the 
following: 
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"Article VI 

(1) Except as otherwise provided in this Article, United States 
tax on dividends received by a natural person resident in the Federal 
Republic or by a German company from a United States corporation 
shall not, exceed 15 percent of the gross amount of the dividends. 

(9) Except, as otherwise provided in this Article, Federal Re 
public tax on dividends received by a resident or corporation or other 
entity of the United States from a German company shall not exceed 
15 percent of the gross amount of the dividends. 

(3) Notwithstanding paragraph. (9) of this Article, Federal 
Republic tax on dividends received by a United States corporation 
or other entity from a German company at least 10 percent of the 
voting shares of which are owned directly by the former corporation 
or entity may exceed 15 percent but shall not exceed 25 percent of 
that portion of any dividend which, under paragraph (5) of this 
Article, is deemed reinvested. The foregoing provision shall apply 
only if at the time the dividend is distributed the Federal Republic 
imposes a corporation tax on the distributed profits of the german 
company at a rate at least 20 percentage points lower than the cor- 
poration tax imposed upon its undistributed profits. 
(4) The provisions of paragraph (8) of this Article shall apply, 
mutate mutandi8, to United States tax imposed on dividends received 
by a German company from a United States corporation. 
(5) For purposes of paragraph (8) of this Article, if the United 
States corporation transfers money or other property directly or in- 
directly, to the German company as a loan or as an increase in the 
equity capital of the German company, or as any other form of invest- 
ment in such company, and if the amount so transferred exceeds 7. 5 

ercent of the dividends received by the United States corporation 
rom the German company in the calendar year in which such transfer 

is made, then the entire amount transferred shall be deemed to be a 
reinvestment of dividends received from the German company 

(a) in the calendar year preceding the year in which the amount 
is transferred, 

(b) in. the calendar year in which the amount, is transferred, and 

(c) in the following calendar year, 
in that order and to the extent of such dividends. With respect to 
dividends paid in any year there shall first be taken into account the 
amounts transferred in the preceding year to the extent that such 
amounts were deemed to be reinvestments and did not result in the 
imposition of tax under paragraph (8) of this Article on any prioi' 
dividend. 
(6) Any reduction in withholding or refund of tax withheld on 
dividends to which paragraph (8) or paragraph (4) is applicable is 
subject to recapture if tax becomes due by reason of transfers that are 
cleemed reinvestments under paragraph (5), the corporation receiving 
and that paying the dividend beIng jointly and severally liable for 
such recapture. 
(7) The foregoing provisions shall not apply, if the recipient of 
the dividends has a permanent establishment in the United States, for 
the purposes of paragraphs (1) and (4), or in the Federal Republic& 



for the purposes of paragraphs (2) and (3), and the holding giving 
rise to the dividends is electively connected with such permanent 
establishment. 

(8) The term "dividends" shall include in the case of the 
Federal Republic, in addition to distributions by an "Aktiengesell- 
schaft" (stock corporation), distributions with respect. io shares in 
a "Gesellschaft mit beschra~nkter Haftung" (private limited com- 
pany), in a "Kapitalanlagegesellschaft" (investment trust) or in a 
"Kommanditgesellschaft auf Aktien" (partnership limited by shares) 
and income derived from "Kuxe" (mining shares), from "GenuQ- 
scheine" (profiit participation certificates), or by a "stiller Gesell- 
schafter" (sleeping partner) from his participation as such. " 

A. rticle 5 

Article VII of the Convention shall be deleted and replaced by the 
following: 

"Article VII 
(1) Interest on bonds, notes, debentures, securities or on any 
other form of indebtedness (including debts secured by inortgages 
or other encumbrances on real property) derived by a natural person 
resident in the Federal Republic or by a German company shall be 
exempt from tax by the United States. 
(2) Interest on bonds, notes, debentures, securities or on any 
other form of indebtedness (including debts secured by mortgages 
or other encumbrances on real property) derived by a resident or 
corporation or other entity of the United States shall be exempt from 
tax by the Federal Republic. 
(3) Paragraph (1) or paragraph (2) of this Article shall not 
apply if the recipient of the interest has a permanent establishment 
in the United States, for purposes of paragraph (1), or in the Federal 
Republic, for purposes of paragraph (2), and the debt-claim giving 
rise to the interest is electively connected with such permanent 
establishment. 
(4) AVhere, owing to a special relationship between the payer. 
and the recipient or between both of them and some other person, 
the amount of the interest paicl, having regard to the debt-claim for 
which it is paid, exceeds the amount which would have been agreed 
upon by the payer and the recipient in the absence of such relation- 
ship, the provisions of this Article shall apply only to the last- 
mentioned amount. In that case the excess part of the payments 
shall remain taxable according to the law of each contracting State, 
due regard being had to the other provisions of this Convention. " 

Article 6 

Article VIII of the Convention sliall be deleted and replaced by the 
following: 

"Article VIII 
(1) Royalties deri ved by a natural person resident in the Federal 
Republic or by a German company shall be exempt from tax by the 
United States. 



(2) Royalties derived by a resident or corporations or other 
entity of the United States shall be exempt from tax by the Federal 
Republic. 
(3) The term "royalties", as used in this Article, 

(a) means any royalties, rentals or other amounts paid as con- 
sideration for the use of, or the right to use, copyrights, 
artistic or scientific works (including motion picture films, 
or films or tapes for radio or television broadcasting), 
patents, designs, plans, secret processes or formulae, trade- 
marks, or other like property or rights, or for industrial, 
commercial or scientific equipment, or for knowledge, ex- 
perience or skill (know-how) and 

(b) shall include gains derived from the alienation of. any right 
or property giving rise to such royalties. 

(4) Paragraph (1) or paragraph (9) of this Article shall not 
apply if the recipient of the royalties has a permanent establislunent 
in the United States, for purposes of paragraph (1), or in the Federal 
Republic, for purposes of paragraph (9) & 

and the right or property 
giving rise to the royalties is efFectively connected with such permanent 
establishment. 
(5) Where, owing to a special relationship between the payer 
and the recipient or between both of them and some other person, the 
amount of the royalties paid, having regard to the use, right or infor- 
ma(ion for which they are paid, exceeds the amount which would have 
been agreed upon by the payer and the recipient in the absence of such 
relationship, the provisions of this Article shall apply only to the last- 
mentioned a&mount. In that case, the excess part of the payments 
shall remain taxable according to the law of each contracting State, 
due regard being had to the other provisions of this Convention. " 

Article 7 

A. rticle IX of. the Convention shall be deleted and replaced by the 
following: 

"Article IX 
(1) Income trom real property situated in one of the contracting 
States and royalties in respect of the operation of mines, quarries or 
other natural resources located within that State, including gains 
derived from the alienation of items of. the aforementioned property& 
may be taxed by tliat State. 
(2) A. natural person resident in the Federal Republic or a 
6erman company subject to tax in the United States, or a resident 
or corporation or other entity of the United States subject to tax in 
the Federal Republic, on any income mentioned in paragraph (1) of 
this Article may elect for any taxable year to compute tax on such 
income on a net basis at, the tax rates that would apply to a resident 
or company of the contracting State in which the property is situated. . " 

Article 8 

The following l&ew Article shall be inserted immediately after Article 
IX of the Convention: 
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"Article IX A 

(1) Gain derived by a natural person resident in the Federal 
Republic or by a, German company from the alienation of a capital 
asset (other than gain from the alienation of property referred to in 
Article IX of this Convention) shall be exempt from tax by the 
United States. 
(2) Gain derivecl by a. resident or corporation or other entity of 
the Unitecl States from the alienation of a capital asset (other than 
gain from the alienation of property referred to in Article IX of this 
Convention) shall be exempt, from tax by the Federal Republic. 
(3) Paragraph (1) or paragraph (2) of this Article shall not 
apply if the person deriving the gain has a permanent establishment 
in the United States, for purposes of paragraph (1), or in the Federal 
Republic, for purposes of paragraph (2), and the gain is clerived from 
the alienation of a capital asset which is electively connected with 
such permanent establishment. 
(4) Paragraph (1) of this Article shall not, apply if: 

(a) the person deriving the gain is a natural person resident in 
the Federal Republic who is present in the United States 
for a, period equal to or exceeding an aggregate of 183 days 
during the taxable year, and 

(b) the asset alienated was held by such person for six months 
or less. " 

Article 0 

Article X of the Convention shall be deleted and replaced by the 
following: 

"Article X 
(1) Compensation for labor or personal services (including 
compensation derived from the practice of a liberal profession and the 
rendition of services as a director) performecl outside the United States 
by a natural person resident in the Federal Republic shall be exempt 
from tax by the United States. 
(2) Compensation for labor or personal services (including com- 
pensation derived from the practice of a liberal profession and the 
rendition of services as a, director) performed in the United States by 
a natural person resident, in the Federal Republic shall be exempt from 
tax by the United States if- 

(a) he is present in the United States for a period or periods not 
exceeding a total of 183 days during a taxable year, 

(b) such labor or personal services are performed as an employee 
of, or under contract with, a natural person resident in the 
Federal Republic or a German company, and such com- 
pensation is borne by such resident or company, and 

(c) such compensation is not borne by a permanent establish- 
ment which such resident or company has in the United 
States. 

(3) Compensation for labor or personal services (including com- 
pensation derived from the practice of a liberal profession and the 
rendition of services as a director) performed outside the Federal 



368 

Republic by a resident of the United States shall be exempt from tax 
by the Federal Republic. 

(4) Compensation for labor or personal services (including 
compensation derived from the practice of a liberal profession and the 
rendition of services as a director) performed in the Federal Republic 
by a resident of the United States shall be exempt from tax by tlie 
Federal Republic if- 

(a) lie is present in the Federal Republic for a period or periods 
not exceeding a total of 188 days during a taxable year, 

(b) such labor or personal services are performed as an eni- 

ployee of, or under contract with, a resident or corporation 
or other entity of the United States and such compensation is 
borne by such resident or corporation or other entity, and 

(c) such compensation is not borne by a permanent establish- 
ment which such resident or corporation or other entity has 
in the Federal Republic. " 

Article 10 

Article XI of the Convention shall be deleted and replaced by the 
following: 

"Article XI 
(1) (a) Wages, salaries and similar compensation and pensions paid 
by the United States or by its states, territories or political subdivi- 
sions, to a natural person, other than a German citizen, shall be exempt 
from tax by the Federal Republic. 

(b) Wages, salaries and similar compensation and pensions paid 
by the Federal Republic or by its Iiaender or by municipalities, or 
by a public pension fund thereof, to a natural person, other than a 
citizen of the United States and other than an individual who has 
been admitted to the United States for permanent residence therein, 
shall be exempt from tax by the United States. 

(c) Pensions, annuities and other amounts paid by one of the 
contracting States or by a juridical person organized under the public 
laws of that State as compensation for an injury or damage sustained 
as a result, of hostilities or political persecution shall be exempt from 
tax by the other State. 

(d) For the purposes of this paragraph the term "pensions" 
shall be deemed to include annuities paid to a retired civilian govern- 
ment employee. 
(2) Private pensions and private life annuities which are derived 
from sources witliin one of the contracting States and are paid to 'a 

natural person resident in the other State shall be exempt from taxa- 
tion by the former State, 
(8) The term "pensions", as used in this Article, means periodic 
payments made in consideration for services rendered or by way of 
compensation for injuries received. 
(4) The term "life annuities", as used in this Article, means a 
stated sum payable periodically at stated times during life, or during 
a specified number of years, under an obligation to make the payments 
in return for adequate and full consideration in money or money' s 

wort, h. " 
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Article 11 

The following new Article shall be inserted immediately after Article 
XIV of the Convention: 

"Article XIV A 

With respect to taxes on capital, the following provisions shall apply: 
(1) Capital represented by property mentioned in Article IX 

may be taxed in the contracting State in which such property 
is situated. 

(2) Subject to the provisions of paragraph (8) below, capital 
represented by assets, other than property referred to in 
paragraph (1), which are effectively coniiected with a per- 
manent establishment of an enterprise of one of the con- 
tracting States may be taxed in the State in which the perma- 
nent establishment is situated and assets, other than property 
referred to in paragraph (1), pertaining to the operation of 
such ships or aircraft shall be exempt from tax by the other 
State. 

(8) Ships and aircraft of an enterprise of one of the contracting 
States 

(4) (a) All other elements of capital of a natural person resi- 
dent in the Federal Republic or of a German company 
shall be exempt from tax by the United States. 

(b) All other elements of capital of a resident or corpora- 
tion or other entity of the United States shall be exempt 
from tax by the Federal Republic. " 

Article 12 

Article XV(1) of the Convention hall be deleted and replaced by the 
following: 
"(1) It is agreed that double taxation shaH be avoided in the 
foHowing manner: 

(a) The United States, in determining United States tax in the 
case of its citizens, residents or corporations, may, regard- 
less of any other provision of this Convention, include in 
the basis upon which such tax is imposed all items of income 
taxable under the revenue laws of the United States as if 
this Convention had not come into effect. The United 
States shall, however, allow to a citizen, resident or corpo- 
ration of the United States as a credit against United States 
tax the appropriate amount of Federal Republic tax paid, 
other than the Vermogensteuer (capital tax) andthatpor- 
tion of the Gewerbesteuer (trade tax) computed on a basis 
other than profits. Such appropriate amount shall be 
based upon the amount of Federal Republic tax paid but 
shall not exceed that portion of the United States tax which 
net income from sources within the Federal Republic bears 
to the entire net income. It is agreed, that, , by virtue of 
the provisions of this Article, the Federal Republic satisfies 
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the similar credit requirement of the Internal Revenue 
Code with respect to Federal Republic tax. 

(b) 1. Federal Republic tax shall be determined in the caseof 
a natural person resident in the Federal Republic or of a 
German company as follows: 

(aa) Unless the provisions of subparagraph (bb) below 
apply, there shall be excluded from the basis upon 
which Federal Republic tax is imposed, any item of 
income from sources within the United States or any 
item of capital situated within the United States 
which, according to this Convention, is not exempt 
from tax by the United States. The Federal Re- 
public, however, retains the right to take into account 
in the determination of its rate of tax the items of 
income or capital so excluded. The first sentence 
shall, in the case of income from dividends, apply 
only to such dividends subject to tax under United 
States law as are paid to a German company limited 
by shares (Kapitalgesellschaft) by a United States 
corporation, at least 25 percent of the voting shares 
of which are owned directly by the first-mentioned 
company'. There shall also be excluded from the 
basis upon which Federal Republic tax is imposed 
any participation the dividends on which are ex- 
cluded, or if paid would be excluded, from the tax 
basis according to the foregoing sentence. 

(bb) United States tax payable under the laws of the 
United States and in accordance with this Conven- 
tion on the following items of income shall be allowed 
as a credit against, such Federal Republic tax on in- 
come as is payable in respect of the following items 
of income: 
(i) dividends not dealt with in subparagraph (aa) 

above; 
(ii) wages, salaries, pensions and similar compensa- 

tion paid by the United States or by its states, 
territories or political subdivisions, not being 
exempt from Federal Republic tax under Ar- 
ticle XI, paragraph (1), subparagraph (a) of 
this Convention. 

Such credit shall not exceed that portion of the 
Federal Republic tax which such items of income 
bear to the total amount of all items of income. 
2. Where a natural person subject to unlimited tax 
liability in the Federal Republic is also a resident of 
the United States for purposes of United States tax 
or a citizen of the United States, subparagraph 1(aa) 
shall apply to those items of income from sources 
within the United States and those items of capital 
situated within the United States which, according 
to that subparagraph, are exempt from Federal 
Republic tax when received or owned by a natural 
person who is not, a resident of the United States for 
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the purposes of United States tax nor a citizen of the 
United States. All other items of income and cap- 
ital shall be included in the basis upon which 
Federal Republic tax is imposed as if this Convention 
had not come into force. There shall, however, 
subject to paragraph 84c of the German Income Tax 
Act, as amended, be allowed as a credit against 
Federal Republic income tax the United States tax 
on such other income from sources within the United 
States. " 

Article 13 

The following new Article shall be inserted immediately after Article 
XV of the Convention: 

"Article XV A 

(1) A German company or organization operated exclusively 
for religious, charitable, scientific, educational or public purposes shall 
be exempt from tax by the United States, if and to the extent that- 

(a) such company or organization is exempt from tax in the 
Federal Republic, and 

(b) such company or organization would be exempt from tax in 
the United States if it were organized, and carried on all its 
activities, in the United States. 

(2) A United States corporation or organization operated 
exclusively for religious, charitable, scientific, educational or public 
purposes shall be exempt from tax by the Federal Republic, if and to 
the extent that- 

(a) such corporation or organization is exempt from tax in the 
United States, and 

(b) such corporation or organization would be exempt from tax 
in the Federal Republic if it were a German company or 
organization and carried on all its activities in the Federal 
Republic. " 

Article 14 

Article XVI paragraph (1) of the Convention shall be deleted and 
replaced by: 
"(1) The competent authorities of the contracting States shall 
exchange such information (being information available under the 
respective taxation laws of the contracting States) as is necessary for 
carrying out the provisions of the present Convention or for the 
prevention of fraud or the like in relation to the taxes which are the 
subject of the present Convention. Any information so exchanged 
shall be treated as secret but may be disclosed to persons (including a 
court or administrative body) concerned with assessment, collection, 
enforcement or prosecution in. respect of taxes which are the subject of 
the present Convention. No information shall be exchanged which 
would disclose any trade, business, industrial or professional secret or 
any trade process. " 

Article 15 

Article XVII of the Convention shall be deleted and replaced by the 
following: 

22'-088' — 66 25 
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4'Article XVII 

(1) &Vhere a taxpayer shows proof that the action of the tax 
authorities of the contracting States has resulted or wi]l result in 
double taxation contrary to the provisions of the present Convention 
he shall be entitled to present his case to the State of which he is a 
citizen or a resident, or, if the taxpayer is a company or a corporatipii 
of one of the contracting States, to that State. Should the taxpayer's 
claim be deemed worthy of consideration, the competent authority of 
the State to which the claim is made shall endeavor to come tp aii 
agreement with the competent authority of the other State with a view 
to avoidance of double taxation. 
(2) The competent authorities of the contracting States inay 
communicate with each other directly to implement the provisions Of 

the present Convention. Should any difficulty or doubt arise as to 
the interpretation or application of the present Convention, or its 
relationship to conventions between one of the contracting States an( 
any other state, the competent authorities shall endeavor to settle 
the question as quickly as possible by mutual agreement, . 
(8) In particular, the competent authorities of the contracting 
States may consult together to endeavor to agree 

(a) to the same attribution of industrial or commercial profits 
to an enterprise of one of the contracting States and to its 
permanent establishment situated in the other State, 

(b) to the same allocation of profits between related enterprises 
as provided for in Article IV, or 

(c) to the same determination of the source of particular items 
of income. 

In the event that, the competent authorities reach such an agreement 
taxes shall be imposed on such income, and refund or credit of taxes 
shall be allowed, by the contracting States in accordance with such 

agreement. " 
Article 16 

This Protocol shall also apply to Land Berlin, provided that the 
Government of the Federal Republic of Germany has not delivered 
a contrary declaration to the Government of the United States Of 

America within three months from the date of entry into force of 
this Protocol. 

Article 17 

(1) The present Protocol shall be ratified and the instruments 
of ratification shall be exchanged at Bonn as soon as possible. 
(2) The present Protocol shall come into force on the date of 
the exchange of instruments of ratification; and the articles thereof 
shall have effect for taxable years beginning on or after the first day 

ary in the year in which siich exchange takes place e 

(a) Article 4 shall have effect with respect to dividends pai~ 
on or after January 1, 1965, and paragraph (8) thereof 
shall apply to investments, made on or after that date, 

(b) Article 6 shall have eRect with respect to any payment 
made on or after January 1, 1968. 



Article 18 

(1) This Protocol shall form an integral part of the Convention 
of July 22, 1954, and shall continue in force as long as that Con- 
vention remains eA'ective. 

(2) The competent authorities of the co»tracti»g States are 
authorized to publish the text of the Convention, as modified by this 
Protocol, after this Protocol comes into force. 

DONE at Bonn in four originals, two each in the English 
and German languages, all four texts being equally authentic, this 
seventeenth day of September, 1965. 
For the For the 
United States of America: Federal Republic of Germany: 

G. . . C. McGH:EE C~sTENs 
GRUND 

MEMORANDUM OF UNDERSTANDING BETWEEN TAX 
DELEGATIONS OF GERMANY AND THE UNITED 
STATES CONCERNING THE PROTOCOL SIGNED SEP- 
TEMBER 17, 1965, TO MODIFY THE INCOME TAX CON- 
VENTION OF JULY 22, 1954 

The representatives of the German Ministry of Finance and of the 
United States Treasury Department hereby agree that the Protocol 
modifying the Income Tax Convention of July 22, 1954, between 
Germany and the United States of America shall be applied in accord- 
ance with the following principles: 
1. In the application of Article II of the Convention a hotel 
room or similar place temporarily occupied by o%cials of an enter- 
prise exercising management functions shall not be interpreted to 
constitute "a place of management". 
2. For purposes of determining whether a corporation that has 
received a dividend has made a reinvestment in the corporation pay- 
ing the dividend so that paragraph (8) of Article VI of the Convention 
applies to the dividend deemed to have been reinvested, paragraph 
(5) of that Article shall be interpreted so that loans which do»ot 
constitute more than a temporary addition to the capital of the cor- 
poration paying the dividend, as for example trade credit extended 
in accordance with the general credit practices followed in the trade 
or business concerned, shall n. ot be deemed to constitute reinvestments. 
The renewal or conversion into equity capital of loans outstanding as 
of December 81, 1904, other than those mentioned in the foregoing 
sentence, shall not be deemed to constitute a reinvestment. 
8. The term "electively connected" as used in Articles VI, VII 
and VIII of the Convention shall be so construed that items of income 
referred to in the respective Articles will be considered to be efi'ectively 
connected with a permanent establishment if such items of income 
accrue to the recipient by virtue of assets (a) held by the permanent 
establishment or (b) held by the recipient specifically to promote the 
business activities of the permanent establishment, or if the activities 
of the permanent, establishment are a material factor in realizing such 
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items of income. As used in Article IX A of the Convention, the 
term effectively connected" shall be so construed that gain to which 
the Article applies will be considererl to be eR'ectively connected with 
a permanent establishment, if the gain is derived from the alienation 
of property (a) held by such permanent establishment or (b) held 
specifically to promote its business activities. 
4. Both delegations agree that the amendment effected by 
Article 6 of the Protocol shall not infiuence the interpretation to be 
given to Article VIII of the Convention prior to the amendment. 
5. The exemption of capital gains provided by Article IX A of 
the Convention is understood to apply to the sale, liquidation or other 
alienation of a "wesentliche Beteiligung" (substantial participation) 
in a company. 
0. In the event that either the United States income tax or 
Federal Republic tax, as it applies to corporations, is substantially 
changed, or if experience in individual cases indicates that the appli- 
cation of Article VI leads to effects that are not in accordance with 
the basic principles underlying this Article, the competent authorities 
of the contracting States shall consult together for the purpose of 
ascertaining whether it is necessary to amend Article VI. 
BONN, Oct058t' 19, 1905 

For the For the 
United States Treasury Ministry of Finance of the 
Department Federal Republic of Germany 
Axvava F. BLxsER, Jr. FALK 



SUBPART B. — LEGISLATION 

PUBI IC LAW 8t) — 352 
EIGHTY-NINTII CO%'GRESS, FEBRUARY 2, 1966 

H. R. 327' 
An Act to amend section 501(c) of thc Internal Revenue Code of 

1054 to exempt froni taxation certain nonprofit corporations and 
associations operated to provide reserve funds for domestic building 
and loan asso&. iations, and for other purposes. 

Be it enacted by the &'enate and IIonse of Eellreeenlath:es of the 
United 8tateg of A~nenica in Uongress assembled, That section 501 
(c) (14) of the Internal Revenue Code of 1954 (relating to certain 
organizations exempt from Federal income tax) is amended to read 
as follows: 

(14) (A) Credit uuions without capital stock organized and operated 
for mutual purposes and without profit. 

(B) Corporations or associations without capital stock organized 
before September 1, 1957, and operated for mutual purposes and without 
profit for the purpose of providing reserve funds for, and insurance 
of shares or deposits in- 

(i) domestic building and loan associations, 
(ii) cooperative bauks without capital stock organized and op- 

erated for mutual purposes and without profit, or 
(iii) mutual savings banks not having capital stock represented 

by shares. 
(C) Corporations or associations organized before September 1, 1057, 

and operated for mutual purposes and without profit for the purpose 
of providing reserve funds for associations or banks described in 
clause (i), (ii), or (iii) of subparagraph (B); but only if 85 percent 
or more of the income is attributable to providing such reserve funds 
and to investments. This subparagraph shall not apply to any corpo- 
ration or association entitled to exemption under subparagraph (B). 

SEc. 2. Section 511(a) (2) (A) of such Code (relating to organiza- 
tions subject to tax) is amended by inserting "(14) (8) or (C), " 
after "(6), " in the heading and in the text. 

SEc. 3. The amendment made by the firs section of this Act shall 
apply to taxable years ending after the date of the enactment of this 
A. ct. The amendment made by section 9 shall apply to t. axable years 
beginning after the date of the enactment of this Act. 

Approved February o, 1966. 

'Senate Report No. 945, page 425, this Bulletin: since House Report No. 1078 is sub- 
stantially the same as the Senate Report, it is not published herein. 
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PUBLIC I. AW 80 — 354 
EIGHTY-NINTH CONGRESS, FEBRUARY 2, 1966 

II. R. 8445 ' 
An Act to amend the Internal Revenue Code of 1939 and the In- 

ternal Revenue Code of 1954 t. o change the method of computing the 
retired pay of judges of the Tax Court of the United States 

Be it enacted by the 8enete and novae of Representatives of the 
United states of America in Uonyress assembled, That section 1106 
(d) of the Internal Revenue Code of 1930 (relating to retired pay of 
judges of the Tax Court of the United States) and section 7447(d) 
of the Intern;il Revenue Code of 1954 (relating to retired pay of 
judges of the Tax Court of the United States) are amended by strip 
ing out, in each such section "at a rate which bears the same ratio to 
the rate of the salary payable to him as judge at the time he ceases to 
be a judge" and inserting in lieu thereof in each such section "during 
any period at a rate which bears the same ratio to the rate of the salary 
payable to a judge during such period"; and by striking out in each 
such section. "the rate of such salary" each place it appears and by 
inserting in lieu thereof in each such place "the rate of such salary for 
such period". 

Sxc. 2. The amendments made by the first section of this Act shall 
apply with respect to retired pay accruing under section 1106 of the 
Internal Revenue Code of 1039 or section 7447 of the Internal Rev- 
enue Code of 1954 on or after the first day of the first calendar month, 
which begins after the date of enactment, of this Act. 

Approved February 2, 1066. 

PUBLIC LAW 80 — 359 
EIGHTY-NINTH CONGRESS, MARCH 7, 1966 

H. R. 10185 ~ 

An Act amending certain estate tax provisions of the Internal 
Revenue Code of 1939. 

Be it enacted by the 8enate and Ei'ottse of Representatives of the 
United 8tates of America in Congress assembled, That (a) the last 
sentence of section 804(a) of the Internal Revenue Code of 1039 
(relatinq to the penalty in the case of a false or fraudulent estate tax 
return) is amended to read as follows: "If any part of any deficiency 
is due to fraud with intent to evade tax, then 50 per centum of the 
total amount of the deficiency (in additioii to such deficiency) shall hs 
assessed, collected, and paid, in lieu of the 50 per centum addition to 
thetax providedin section 3612(d) (2). " 

(b) Section 871(i) of such code (relating to method of assessmeitt) 
is amended by striking out "section 3612(d) (2)" and inserting in lieu 
thereof "section 804(a) ". 

(c) The amendments made by this Act shall be applicable with 
respect, to estates of decedents subject to the provisions of chapter 3 

r Senate Report No. 947, page 427, this Bulletin: since House Report No. 959 is substat' 
tinny the same as ihe Sciiate Report, it is not published herein. 

'Senate Rcport No. 950, page 42S, this Bulletin: since House Report No. 1222 is sub' 
stantiallv the same as the senate Report, it is not published herein. 
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of the Internal Revenue Code of 1939. No interest shall be paid or 
allowed on any refund or credit of any overpayment attributable to 
such amendments. 

Approved March Y, 1966. 

PUBLIC LAW 89 — 365 
EIGHTY-NINTH CONGRESS, MARCH 8, 1966 

H. R, . 10695 ' 

An Act relating to the tax treatment of certain amounts paid to 
certain nsembers and former members of the uniformed services 
and to their survivors. 

Be it enacted by the 8enate anot Home of Representat&res of the 
United 8tates of Amerioa in Congress assembled, That (a) (1) part 
III of subchapter B of chapter 1 of the Internal Revenue Code of 
19M (relating to items specifically excluded from gross income) is 
amended by redesignating section 129 as section 193, and by insertirig 
after section 191 the following neIv section: 

SEC. 122. CERTAIN REDUCED UNIFORMED SERVICES RETIREMENT PAY. 

(a) GENERAL RULE. — Iu the case of a member or former member of the uni- 
formed services of the United States who has made an election under chapter 78 
of title 10 of the United States Code to receive a reduced amount of retired 
or retainer pay, gross income does not include the amount of any reduction 
after December 81, 196o, in his retired or retainer pay by reason of such 
election. 

(b) SFEOIAL IIULE. — 
(1) AMCUNT ExcLUDED FRCFI GRoss INcoxIE. — In the case of any individual 

referred to in subsection (a), all amounts received after December 81, 196, &, 

as retired or retainer pay shall be excluded from ~ss income until there 
has been so excluded an amount equal to the consideration for the contract. 
The preceding sentence shall apply only to the extent that the amounts 
received rvould, but for such sentence, be includible in gross inconie. 

(2) CCNsIDERATIGN F08 THE coNTRAcT. — For purposes of paragraph (1) 
and section 72(o), the term "consideration for the contract" means, in respect 
of any individual, the sum of— 

(A) the total amount of the reductions before January 1, 1966, in his 
retired or retainer pay by reason of an election under chapter 78 of 
title 10 of the United States Code, and 

(8) any amounts deposited at any time by him pursuant to section 
1488 of such title 10. 

(2) The table of sections for such part III is amended by striking 
out the item relating to section 192 and inserting in lieu thereof the 
following: 

Sec. 122. Certain reduced uniformed services retirement pay. 
Sec. 128. Cross references to other Acts. 

(b) Section 79 of such Code (relating to tax treatment of annuities) 
is amended by redesignating subsection (o) as subsection (p), and by 
inserting after subsection (n) the following new subsection: 

(o) A. NNUITIEs UNDER RETIRED SERVIOEMAN s FAMILY PRCTEOTICN PLAN. — 
Subsections (b) and (d) shall not apply in the case of amounts received after 
December 81, 196O, as an annuity under chapter 78 of title 10 of the United 

'House Report No. 111B, page 429, this Bulletin: since Senate Report No. 1004 is sub- 
stautiauy the same as the House Report, it is not published herein. 
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States Code, but all such amounts shall be excluded from gross income until 
there has been so exclurled (under section 122(b) (1) or this section, including 
amounts excluded before January 1, 1966) an amount equal to the consideration 
for the contract (as defined by section 122(b) (2) ), plus any amount treated 
pursuant to section 101(b) (2) (0) as additional consideration paid by the 
employee. Thereafter all amounts so received shall be included in gross income 

(c) Section 101(b) (2) (D) of such Code (relating to special rules 
for employees' death benefits) is amended by adding at the end thereof 
the following new sentence: "Paragraph (1) shall not apply in the 
case of an annuity under chapter 73 of title 10 of the United States 
Code if the individual who made the election under such chapter died 
after attaining retirement age. " 

(d) The amendments made by subsections (a) and (b) shall apply 
with respect to taxable years ending after December 31' 1965 The 
amendment made by subsection (c) shall apply with respect to indi- 
viduals making an election under chapter 73 of title 10 of the United 
States Code who die after December 31, 1965. 

Szc. 2. (a) Section 2039(c) of the Internal Revenue Code of 1954 
(relating to exclusion from gross estate of annuities under certain 
trusts and plans) is amended— 

(1) by striking out "or" at the end of paragraph (2), by strik- 
ing out the period at the end of paragraph (3) and inserting in 
lieu thereof "; or", and by adding at the end thereof the follow- 
ing new paragraph: 

(4) chapter 72 of title 10 of the United States Code, 

(2) by striking out "or under a. contract described in paragraph 
(3)" in the second sentence and inserting in lieu thereof ", under 
a contract described in paragraph (3), or under chapter 73 of 
title 10 of the United States Code"; and 

(3) by inserting at the end thereof the following new sen- 
tence: "For purposes of this subsection, amounts payable under 
chapter 73 of title 10 of the United States Code are attributable 
to payments or contributions made by the decedent only to the 
extent of amounts deposited by him pursuant to section 1438 of 
such title 10. " 

(b) (1) Section 2517(a) of such Code (relating to gift tax treatment 
of certain annuities under qualified plans) is amended by striking out 
"or" at the end of paragraph (2), by striking out the period at the 
end of paragraph (3) and inserting in lieu thereof "; or", and by 
adding at the end thereof the following new paragraph: 

(4) chapter 76 of title 10 of the United States Code. 

(2) The first sentence of section 2517(b) of such Code (relati»g 
to transfers attributable to employee contributions) is amended bv 
inserting "(other than paragraph (4) )" after "referred to in subsec- 
tion (a) ' . 

(c) The amendments made by subsection (a) shall apply with 

respect to deccdents dying after December 31, 1965. The amendme»« 
made by subsection (b) shall apply with respect to calendar years 
after 1965. 

Approved March 8, 1966. 
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PUBLIC LAW 89 — 868 
EIGHTY-NINTH CONGRESS, MARCH 15, 1966 

H. R. 12752 ' 

An Act to provide for graduated withholdin of income tax from 
wages, to require declaratious of estimated tax with respect to self- 
employruent income, to accelerate current payments of estimated 
income tax by corporations, to postpoue certain excise tax rate re- 
ductions, and for other purposes. 

Be it enacted by the 8enate and House of Repr'esentatives of the 
United 8'tates of Amer~'ca in Congv'ess assembled, 
SECTION 1. SHORT TITLE, ETC. 

(a) SHORT TITLE. — This Act may be ci(, ed as tire "Tax Adjustment 
Act of 1966". 

(b) AMENDMENT OF 1954 ConE. Except as otherwise expressly pro- 
vided, whenever in this Act an amendnlent or repeal is expressed in 
terms of an amendment to, or repeal of, a section or other provision, 
the reference shall be considered to be made to a section or other pro- 
vision of the Internal Revenue Code of 19M. 

TITLE I — ADJUSTMENT OF CERTAIN COLLECTION PROCEDURES 
SECTION 101. INCOME TAX COLLECTED AT SOURCE. 

(a) PERGENTAGE METHQD oF WITHHQLDING. — Subsection (a) of sec- 
tion M02 (relating to requirement. of withholding) is amended to 
read as follows: 

(a) REqUIEEMENT oF WITIIIIGLDIÃG. — Every employer making payment of 
wages shall deduct and withhold upon such v. ages (except as otherwise provided 
in this section) a tax determined in accordance with the following tables. For 
purposes of applying such tables, the term "the amount of wages" means the 
amount by which the wages exceed the number of withholding exemptions 
claimed, multiplied by the amount of one such exemption as shown in the table 
in subsection (b) (1): 

Table 1 — If the payroll period with respect to an employee is WEEKLY 

(a) Single Person — Including Head of Household: 

If the amount of wages is: 

Not over $4 
Over $4 but not over $18 
Over $18 but not over $28 
Over $28 but not over $85 
Over $85 but not over $169 
Over $169 but not over $212 
Over $212 

The amount of income tax to be withheld 
shall be: 

0. 
14% of excess over $4. 
$1. 26 plus 15% of excess over $18. 
$2. 76 plus 17% of excess over $28. 
$18. 80 plus 20% of excess over $85. 
$80. 10 plus 25% of excess over $169. 
$40. 85 plus 80% of excess over $212. 

' Senate Report No. 1010, page 476, this Bulletin: House Report No. 1285, page 436, this 
Bulletin; Conference Report No. 1626, page 512, this Bulletin. 



(b) Married Person: 

If the amount of wages is: 

Not over $4- 
Over $4 but not over $28 
Over $23 but not over $85 
Over $85 but not over $160 
Over $169 but not over $340 
Over $340 but not over $423 
Over $423 

The amount of income tax to be withheld 
shall be: 

0. 
14%%uo of excess over $4. 
$2. 66 plus 15% of excess over $23. 
$11. 06 plus 17% of excess over $85, 
$26. 24 plus 20% of excess over $169. 
$60. 44 plus 25%%uo of excess over $340, 
$81. 19 plus 30% of excess over $423. 

Table 2 — If the payroll period with respect to an employee is BIWEEKLY 

(a) Single Person — Including Head of Household: 

If the amount of wages is 

(b) Married Person: 

The amount of income tax to be withheld 
shall be: 

Not over $8 0. 
Over $8 but not over $46 . 14% of excess over $8. 
Over $46 but not over $169 $5. 32 plus 15% of excess over $46, 
Over $169 but not over $338 $23. 77 plus 17% of excess over $169. 
Over $338 but not over $681 . $52. 50 plus 20% of excess over $338. 
Over $681 but not over $846 . $121. 10 plus 25% of excess over $681. 
Over $846 $162. 35 plus 30% of excess over $846. 

If the amount of wages is 

The amount of income tax to be withheld 
shall be: 

Not over $8 0. 
Over $8 but not over, '$27 . 14% of excess over $8, 
Over $27 but not over $46 . $2. 66 plus 15% of excess over $27. 
Over $46 but not over $169 . $5. 51 plus 17% of excess over $46, 
Over $160 but not over $338 . $26, 42 plus 20% of excess over $169. 
Over $338 but not over $423 . $60. 22 plus 25% of excess over $388. 
Over $423 $81. 47 plus 30% of excess over $428. 

Table 3 — If the payroll period with respect to an employee is SEMIMONTHLY 

(b) Married Person: 
If the amount of wages is The amount of income tax to be withheld 

shall be: 
Not over $8 0. 
Over $8 but not over $50 . 14% of excess over $8. 
Over $50 but not over $183 $5. 88 plus 15%%u of excess over $50. 
Over $183 but not over $367 $25. 83 plus 17% of excess over $183. 
Over $367 but not over $733 $57. 11 plus 20% of excess over $367. 
Over $738 but not over $917 $131, 31 plus 25% of excess over $738. 
Over $017 $176 06 plus 30%~ of excess over $017. 

(a) Single Person — Inclu&ling Head of Household: 
If the amount of wages is: The amount of income tax to be withheld 

shall be: 
Not over $8 0. 
Over $8 but not over $29 14% of excess over $8. 
Over $29 but not over $50 . $2. 94 plus 15% of excess over $29. 
Over $50 but not over $183 . $6. 00 plus 17% of excess over $50. 
Over $183 but not over $367 $28. 70 plus 20% of excess over $183. 
Over $367 but not over $4o8 . $65. 50 plus 25%%u of excess over $367. 
Over $458 . $88. 25 plus 30% of excess over $458. 



Table 4 — If the payroll period with respect to an employee is MONTHLY 
(a) Single Person — Including Head of Household: 

If the amount of wages is: The amount of income tax to be withheld 
shall be: 

Not over $17 0. 
Over $17 but not over $58 . 14% of excess over $17. 
Over $58 but not over $100 $5. 74 plus 15%%u, 

' of excess over $58. 
Over $100 but not over $867 $12. 04 plus 17% of excess over $100, 
Over $867 but not over $788 $57. 48 plus 20% of excess over $867. 
Over $788 but not over $917 . $180. 68 plus 25% of excess over $788. 
Over $917 $176. 68 plus 80% of excess over $917. 
(b) 5larried Person: 

If the amount of wages is: The amount of income tax to be withheld 
shall be: 

Not over $17 0. 
Over $17 but not over $100 14% of excess over $17. 
Over $100 but not over $867 . $11. 62 plus 15% of excess over $100. 
Over $867 but not over $788 $51. 67 plus 17% of excess over $867. 
Over $788 but not over $1, 475 $118. 89 plus 20% of excess over $788. 
Over $1, 475 but not over $1, 888 $262. 29 plus 25% of excess over $1, 47, &. 

Over $1, 888 $851. 79 plus 80% of excess over $1, 888. 

(a) Single Person — Including Head of Household: 
If the amount of wages is: The amount of income tax to be withheld 

shall be: 
Not over $50 0. 
Over $50 but not over $175 14%%uo of excess over $50. 
Over $175 but not over $800 $17. 50 plus 15% of excess over $17 i. 
Over $800 but not over $1, 100 $86. 25 plus 17% of excess over $300. 
Over $1, 100 but not over $2, 200 $172. 25 plus 20% of excess over $1, 100. 
Over $2, 200 but not over $2, 750 $892. 25 plus 25% of excess over $2, 200. 
Over $2, 750 $529. 75 plus 80% of excess over $2, 750. 

(b) ilfarried Person: 
If the amount of wages is The amount of income tax to be withheld 

shaH be: 
Not over $50 0. 
Over $50 but not over $800 14% of excess over $50. 
Over $800 but not over $1, 100 $85. 00 plus 15% of excess over $800. 
Over $1, 100 but not over $2, 200 $155 plus 17% of excess over $1, 100. 
Over $2, 200 but not over $4, 425 $842 plus 20% of excess over $2, 200. 
Over $4, 425 but not over $5, 500 $787 plus 25% of excess over $4, 4". &. 

Over $5, 500 $1, 055. 75 plus 80% of excess over $5, 500. 

Table 5 — If the payroll period with respect to an employee is QUARTERLY 

Table 6 — If the payroll period with respect to an employee is SEMIANNUAL 

(a) Single Person — Including Head of Household: 

If the amount of ~ages is: The amount of income tax to be withheld 
shall be: 

Not over $100 0. 
Over $100 but not over $850 14% of excess over $100. 
Over $850 but not over $600 $85. 00 plus 15% of excess over $850. 
Over $600 but not over $2, 200 $72. 50 plus 17% of excess over $600. 
Over $2, 200 but not over $4, 400 $844. 50 plus 20% of excess over $2, 200. 
Over $4, 400 but not over $5, 500 $784, 50 plus 2o% of excess over $4, 400. 
Over $5, o00 $1, 059. 50 plus 80% of excess over $5, 500. 



(b) Married Person: 

If the amount of wages is The amount of income tax to be withheld 
shall be: 

Not over $100 0. 
Over $100 but not over $600 14% of excess over $100. 
Over $600 but not over $2, 200 $70 plus 15% of excess over $600. 
Over $2, 200 but not over $4, 400 $310 plus 17% of excess over $2, 200, 

Over $4, 400 but not over $8, 850 $684 plus 20% of excess over $4, 400, 
Over $8, 850 but not over $11, 000 $1, 574 plus 25% of excess over $8, 850. 
Over $11, 000 $2, 111. 50 plus 80% of excess over $11, 000. 

Table 7 — If the payroll period with respect to an employee is ANNUAL 

(b) Married Person: 

If the amount of wages is The amount of income tax to be withheld 
shall be: 

Not over $200 0. 
Over $200 but not over $1, 200 14% of excess over $200. 
Over $1, 200 but not over $4, 400 $140 plus 15% of excess over $1, 200. 
Over $4, 400 but not over $8, 800 $620 plus 17% of excess over $4, 400. 
Over $8, 800 but not over $17, 700 $1, 368 plus 20% of excess over $8, 800. 
Over $17, 700 but not over $22, 000 $3, 148 plus 25% of excess over $17, 700. 
Over $22, 000 $4, 223 plus 30% of excess over $22, 000. 

(a) Single Person — Including Head of Household: 

If the amount of wages is: The amount of income tax to be withheld 
shall be: 

Not over $200 0. 
Over $200 but not over $700 14% of excess over $200. 
Over $700 but not over $1, 200 $70 plus 15% of excess over $700. 
Over $1, 200 but not over $4, 400 $145 plus 17% of excess over $1, 200, 
Over $4, 400 but not over $8, 800 $689 plus 20% of excess over $4, 400. 
Over $8, 800 but not over $11, 000 $1, 569 plus 25% of excess over $8, 800. 
Over $11, 000 $2, 119 plus 30% of excess over $11, 000. 

Table 8 — If the payroll period with respect to an employee is a DAILY payroll 
period or a miscellaneous payroll period 

(a) Single Person — Including Head of Household: 

If the amount of wages divided by the The amount of income tax to be withheld 
number of days in the payroll shall be the following amount multi- 
perlod 3s; plied by the number of days in such 

period: 
Not over $0. 50 0. 
Over $0. 50 but not over $1. 90 14% of excess over $0, 50. 
Over $1. 90 but not over $3. 30 $0. 20 plus 15% of excess over $1, 90. 
Over $8. 30 but not over $12. 10 $0. 41 plus 17% of excess over $8. 80. 
Over $12. 10 but not over $24. 10 $1. 91 plus 20% of excess over $12, 10. 
Over $24. 10 but not over $30. 10 $4. 31 plus 25% of excess over $24. 10. 
Over $30. 10 $5. 81 plus 30% of excess over $30, 10. 



(b) Married Persou: 

If the amount of wages divided by the The amount of income tax to be withheld 
number of days in the payroll shall be the following amount multi- 
period is: plied by the number of days in such 

period: 
Not over $0. 50 0. 
Over $0. 50 but not over $3. 30 14% of excess over $0. 50. 
Over $3. 30 but not over $12. 10 $0, 39 plus 15% of excess over $3. 30. 
Over $12. 10 but not over $24. 10 $1. 71 plus 17% of excess over $12. 10. 
Over $24. 10 but not over $48. 50 $3. 75 plus 20% of excess over $24. 10. 
Over $48. 50 but not over $60. 30 $8. 63 plus 25% of excess over $48. 50. 
Over $60. 30 $11. 58 plus 30% of excess over $60. 30. 

(b) AMovNT oF WITHHQLDING ExEMPTIDN. — Paragraph (I) of 
section 8409(b) (relating to percentage method withholding table) is 
amended by striking out the table set forth therein and inserting the 
following table in lieu thereof: 

Percentage Method Withholding Table 

Payroll period: Amount of one withholding exemption: 
Weekly . $13. 50. 
Biweekly $26. 90. Semimonthly, $29. 20. 
Monthly 

' 

$58. 30. 
Quarterly $175. 00. 
Semis. nnual 50. 00. 
Annual $700. 00. 
Daily or miscellaneous (per day of 

such period). $1. 90. 

(c) WAGE BRAcKET WITHIIGLDING. — Paragraph (1) of section 
3402(c) (relating to wage bracket withholding) is amended by stl ik- 
ing out the tables set forth therein and inserting the following tables 
in lieu thereof: 

If the payroll period with respect to an employee is weekly and he is not 
married— 

And the wages are— 

At 
)east— 

And the number of withholding exemptions claimed is— 

0 1 2 3 4 5 6 7 8 9 more 

The a)nount of inco)ne tax to be withheld shall be— 

$0 
$4 
$5 
$6 
$7 
$8 
$9 
$10 

$12 
$13 
$14 
815 
$16 
$17 
$18 
$19 
$20 
$21 
$22 
$23 
$24 

$4 
$5 
$6 
$7 
$8 
$9 
$10 
$11 
$12 
$13 
$14 
$15 
$16 
$17 
$18 
$19 
$20 
$21 
$22 
$23 
$24 
$25 

$0 
. 10 
. 20 
. 40 
. 50 
. 70 
. 80 
. 90 

l. 10 
1. 20 
1. 40 
l. 50 
l. 70 
1. 80 
2. 00 
2. 10 
2. 30 
2. 40 
2. 60 
2. 70 
2. 90 
3. 00 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
. 20 
. 30 
. 40 

. 70 

. 90 
l. 00 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
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0 
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If the pavroll 
married— 

pe 1'1 od with respect to an employee is vveekly and he is not 

And the wages are— And the number of withholding exemptions claimed is— 

At 
least— 

But less 
than— 

1 2 3 4 5 6 7 8 9 

The amount of income tax to be withheld shall be— 

10 or 
more 

$230 
$240 
$250 
5260 
$270= 
$280 
$290 
$300 
$310 
$320- — -- —- 
8330 ------ 
$340 
8350. 

$240 
8250 
$260 
$270 
$280 
$290 
$300 
$310 
$320 
$330 
$340 
$350 
$360 

$47. 80 
50. 80 
53. 80 
56. 80 
59. 80 
62. 80 
65. 80 
68. 80 
71. 80 
74. 80 
77. 80 
80. 80 
83. 80 

$43. 80 
46. 80 
49. 80 
52. 80 
55. 80 
58. 80 
61. 80 
64. 80 
67. 80 
70. 80 
73. 80 
76. BD 
79. 80 

$39. 90 
42. 70 
45. 70 
48. 7D 
51. 70 
54. 70 
57. 70 
60. 70 
63. 70 
66. 70 
69. 70 
72. 70 
75. 70 

$36. 50 
39. 00 
41. 70 
44. 70 
47. 70 
50. 70 
53. 70 
56. 70 
59. 70 
62. 70 
65. 70 
68. 70 
71. 70 

$33. 20 
35. 70 
38. 20 
40. 70 
43. 60 
46. 60 
49. 60 
52. 60 
55. 60 
58. 60 
61. 60 
64. 60 
67. 60 

$29. 90 
32. 30 
34. 80 
37. 30 
39. 80 
42. 60 
45. 60 
48. 60 
51. 60 
54. 60 
57. 60 
60. 60 
63. 60 

$2?. 20 
29. 20 
31. 40 
33. 90 
36. 40 
38. 90 
41. 60 
44. 60 
47. 60 
50. 60 
53. 60 
56. 60 
59. 60 

$24. 50 
26. 50 
28. 50 
30. 60 
33. 10 
35. 60 
38. 10 
40. 60 
43. 50 
46. 50 
49. 50 
52. 50 
55, 50 

$21. 80 
23. 80 
25. 80 

227. 80 
29. 80 
32. 20 
34. 70 
37. 20 
39. 70 
42. 50 
45. 50 
48. 50 
51. 50 

$19. 10 
21. 10 
23. 10 
25. 10 
27. 10 
29. 10 
31. 30 
33. 80 
36. 30 
38. 80 
41. 40 
44. 40 
47. 40 

$16. 40 
18. 40 
20. 40 
22. 40 
24. 40 
26. 40 
28. 40 
30. 50 
33. 00 
35. 50 
38. 00 
40. 50 
43. 40 

30 percent of the excess over $360 plus— 

$360 and over 81. 30 
j 

77. 20 73. 20 69. 10 65. 10 61. 10 
( 

57. 00 53. 00 48. 90 44. 90 

If the payroll period with respect, to an employee is weekly and he is marricd— 

And the e ages are— And the number of withholding exemptions claimed is— 

At 
least— 

But less 
than— 

1 2 3 4 5 6 7 s 9 

The amount of income tax to be withheld shall be— 

10 or 
more 

$0 
34 
$5 

si 

510-. ------- 
51" 
Sls 
511 
$15 
$16 
$17 
$18 
$19 
$20 
$21 
$22 
$23 — —----- 
$24 
$25--------- 
$2ii 
$27 
$28 
$29 
$30 
$31 
$32 
$33 
$34 
$35 
$36 
$37 
$38 
$39 
$40 
$41 
$42 
$43 

55 
qr, 
ei 

510 
511 
812 
513 
814 
515 
sls 
5li 
518 
$19 
$20 
$21 

$e3 
$24 
625 
826 

$28 
$29 
$30 
$31 
$32 
$33 
$34 
$35 
$36 
$37 
$38 
$39 
$40---- 
$41 
$42 
$43 
$44 

$0 
. 10 
. 20 
. 40 
. 50 
. 70 
. 80 
. 90 

1'. 10 
1. 20 
1. 40 
1. 50 
1. 60 
1. 80 
l. 90 
2. 10 
2. 20 
2. 30 
2. 50 
2. 60 
2. 80 
2. 90 
3. 10 
3. 20 
3. 40 
3. 50 
8. 70 
3. 80 
4. 00 
4. 10 
4. 30 
4. 40 
4. 60 
4. 70 
4. 90 
5. 00 
5. 20 
5. 30 
5. 50 
5. 60 
5. 80 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

. 20 

. 30 

. 40 

. 60 

. 70 

. 90 
l. 00 
l. 10 
1. SD 
l. 40 
1. 60 
1. 70 
1. 80 
2. 00 
2. 10 
2. 30 
2. 4D 
2. 50 
2. 70 
2. 80 
3. 00 
S. 10 
3. 30 
S. 40 
3. 60 
S. 70 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
. 10 
. 20 
. 40 
. 50 . 70 
. 80 

0. 90 
l. 10 
l. 20 
l. 40 
1. 50 
1. 60 
1. 80 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
D 

0 
D 

0 
0 
0 
0 
0 
0 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
D 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
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0 
0 
0 
0 
0 
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$0 
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0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
D 

0 
0 
0 
0 
0 
0 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 





If the payroll period with respect to an employee is weekly and he is married— 

At 
least— 

But less 
than— 

And the wages are— And the number of withholding exemptions claimed is— 

0 1 2 3 4 5 6 7 8 9 

The amount of income tax to be withheld shall be— 

$450. 
$460 
$470 

480 . 
$490 

500. 
510. . . 
520 
530 
540 
550 
560 

$460. 
$470 
$480 
$490 
$500 . 
$510 
$520 
$530 
$540 
$550 
$560 
$570. 

$90. 80 
93. SD 
90 80 
99. 80 

102. 80 
105. 80 
108. 80 
111, 80 
114 80 
117. 80 
120. 80 
123. 80 

$86. 80 
80, 80 
92. 80 
95 80 
98. 80 

101. 80 
104. 80 
107. 80 
110. 80 
113. 80 
116. 80 
119. 80 

II2. 70 
85. 70 
88. 70 
91. 70 
94. 70 
97. 70 

100. 70 
103. 70 
106. 70 
109. 70 
112. 70 
115. 70 

$79. 10 
81. 70 
84. 70 
87. 70 
9D. 70 
93. 70 
9G. 70 
99. 70 

102. 70 
105. 70 
108. 70 
111. 70 

$75. 70 
78. 20 
80. 70 
83. 60 
86. 60 
89. 60 
92. 60 
95, 60 
98. 60 

101. 60 
104. 60 
107. 60 

$72. 40 
74. 9D 
77. 40 
79. 90 
82. 60 
85. 60 
88. 60 
91. 60 
94. 60 
97. 60 

100. 60 
103. 60 

$69. 00 
71. 50 
74. 00 
76. 50 
79. 00 
81. 60 
84. 60 
87. 60 
90. 60 
93. 60 
96. 60 
99. 60 

$65 60 
68. 10 
70. 60 
73. 10 
75. 60 
78. 10 
80. 60 
83. 60 
86. 50 
89. 50 
92. 50 
95. 50 

$1)2. 30 
64. 80 
67. 30 
69. 80 
72. 30 
74. 80 
77. 30 
79. 80 
82. 50 
85 50 
88. 50 
91. 50 

$59. 20 
61. 40 
63. 90 
66. 40 
68. 90 
71. 40 
73. 90 
76. 40 
78. 90 
81. 40 
84. 40 
87. 40 

$56. 50 
58. 50 
60. 50 
63. 00 
65. 50 
68. 00 
70. 50 
73. 00 
75. 50 
78. 00 
80 50 
83. 40 

30 percent of the excess over $570 plus— 

$570 and over 125. 30 121. 30 117. 20 113. 20 109. 10 105. 10 101. 10 97. 00 93. 00 88. 90 84. 90 

If the payroll 
married— 

period with respect to an employee is biweekly and he is not 

And the wages are— And the number of withholding exemptions claimed is— 

At 
least— 

But less 
than— 

0 1 2 3 4 5 6 7 8 9 

The amount of income tax to be withheld shall be— 

10 or 
more 

$0. . 
$10 
$I2 
$14 
$16 
$13 
$20 
f22 
$24 
$26 
$28 
$30 
$32. 
$34 
$36 
$38 
$40 
$42. . 

$48 
$50 . 
$52 

$60 
$62 
$64 
$)iG 
fl)8 
$70 
$72 
$74 
$76 
$78 
$80 
$32 . 
$34 
$36 

$10 
$12 
$14 
$16 
$18 
$20 
$22 
$24 
f26 
$28 
$30 
f32 
$34 
$36 
$38 
$40 
$42 

$48 
f50 
$52 

f62 
$64 
$6G. 

, 'l70 
$72 
$74 
$76 
$78 
f80 
$82 

$0 
. 20 
. 50 
. 70 

1. 00 
1. 30 
1. 60 
1. 90 
2. 10 
2, 40 
2. 70 
3. 00 
3. 30 
3. 60 
3. 90 
4. 20 
4. 50 
4. 80 
5. 10 
5. 40 
5. 70 
6. 10 
6. 40 
6. 70 
7. 10 
7. 40 
7. 80 
8. 10 
8. 40 
8. 80 
9. 10 
9. 50 
9. 80 

10. 10 
10. 50 
10. 80 
11. 20 
11. 50 
11. 80 
12. 20 
12. 50 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

. 10 

. 30 

. 90 
I. 20 
1. 50 
1. 70 
2. 00 
2. 30 
2. 60 
2. 90 
3. 20 
3. 50 
3. 80 
4. 10 
4. 40 
4. 70 
5. 00 
5. 30 
5. 60 
5, 90 
6. 20 
6. 60 
6. 90 
7. 30 
7. 60 
7. 90 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
. 20 
. 50 
. 80 

1. 00 
1. 30 
1. 60 
1. 90 
2. 20 
2. 40 
2. 70 
3. 00 
3. 30 
3. 60 

0$ 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
G 

0 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
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If the payroll period with respect to all enlployee is biweekly and he ie married 

And the wages are— And the number of withholding exemptions clafmed is— 

At 
least— 

f1ut less 
than— 

a/i 2 3 4 7 8 9 10 or 
more 

The amount of income tax to be withheld shall be— 

$188 
f192 
$196 
SZOU 

$210 
$220 . 
&230 
$240 
$250 
$250 
$270 
$280 
" 90 
'iOO 
4':iso 
$340 
';:i60 
$380 
$4(N 
$120 
S'40 
SIGO 
$480 
$500 
$520 
$5-10 
$560 
aaSO 
$600 
$620 
$640 
$660 
$680 
3700 
$720 
S?40== 
$760 
f?80 
$800 
$820 
$840 
$860 
SRSO 
$900 
$920 
$940 
SUGO 

SOSD 
$1, 000 
$1, 020 
$1, 040 
$1, 060 
fl, 080 
$1, 100 
$1, 120 

$192 
$196 
SZOO 
$210 
$220 
8230 
$240 
8250 
$260 
$2. 0 
SZRO 
$290 
$3UU 
f320 
$340 
$360 
f380 
$400 
f420 
$440 
$460 
$480 
f500 
f520 
$540 
$560 
$580 
$600 
$620 
$640 
$660 
$680 
$700 
$720 
$740 
$760 
$780 
$800 
$820 
$840 
$860 
$380 
$900 . 
$920 
$940 
$960 
$980 
$1, 000 
f1, 020 
$1, 040 
$1, 050 
$1, 080 
$1, 100 
$1, 120 
$1, 140 

$27. 40 
28. 10 
28. 70 
29. 90 
31. 60 
33. 30 
35. 00 
se. ?o 
38. 40 
40. 10 
41. 80 
43 Gli 
45. 20 
47. SO 
51. 20 
A'. 90 
GS' 90 
li2. 9ti 
rifi. DU 

70. 90 
74. 90 
78. 90 
82. 90 
86. 90 
90. 90 
94. 90 
98. 90 

102. 90 
106. 90 
110. 90 
114. 90 
118. 90 
123. 40 
128. 40 
133. 40 
138. 40 
143. 40 
148. 40 
153. 40 
15S. 40 
163. 60 
169. Bo 
175. 60 
18L Go 
187. 60 
193. 60 
199. 60 
Zlf5. Iio 
211. 60 
217. 60 
223. 60 
229. Go 
235. 60 
241. 60 
247. 60 

$22. 90 
23. 50 
24. 20 
25. 40 
27. 10 
28. 80 
30. 50 
32. 20 
33. 90 
35. 60 
37. 30 
39. 00 
40. 70 
43. 20 
46. 60 
50 00 
53. 50 
57. 50 
fail. 50 
65. 50 
li9. 50 
73. 50 
77. 5U 
81. 50 
85. 50 
89. 50 
93. 50 
97. 50 

101. 50 
105. 50 
109. 50 
113. 50 
117. 50 
121. 70 
126. 70 
131. 70 
136. 70 
141. 70 
146. 70 
151. 70 
156. 70 
161. 70 
167. 50 
173. 50 
179. 50 
185. 50 
191. 50 
197. 50 
203. 50 
209. 50 
215. 50 
221. 50 
227. 50 
233. 50 
239. 50 

$18. 90 
19. 50 
20. 10 
21. 10 
22. 60 
24. 20 
25. 90 
27. 60 
29. 30 
31. 00 
32. 70 
34. 40 
SB. 10 
SR. 60 
42. 00 
45. 4U 
48. SG 
52. 20 
Bfi. 20 
fio 20 
64. 20 
fi'i. 2 if 

'2. 20 
76. 20 
80. 20 
84. 20 
SS. 20 
92. 20 
96. 20 

100. 20 
104. 20 
108. 20 
112. 20 
116. 2D 
120. 20 
124. 90 
129. 90 
134. 90 
139. 90 
144. 90 
149. 90 
154. 90 
159. 90 
165. 40 
171. 40 
177. 40 
183. 40 
189. 40 
195. 40 
201. 40 
207. 40 
213. 40 
219. 40 
225. 40 
231. 40 

$14. 80 
15. 40 
ltt 00 
17. 10 
18. 60 
20. 10 
21. 60 
23. 10 
24. 70 
26. 40 
28. 10 
29. 80 
31. 50 
34. 00 
37. 40 
40'. eo 
44. 20 
47. 60 
el. 00 
, 54. Ro 
, 58. 80 
62 80 
fi6. 80 
70. So 
74. 80 
78. So 
82. 80 
86. 80 
90. 80 
94. 80 
98. 80 

102. 80 
106. 80 
110. 80 
114. Ro 
118. 80 
123. 20 
128. 20 
133. 20 
138. 20 
143. 20 
148. 20 
153. 20 
158. 20 
163. 30 
169. 30 
175. 30 
181. 30 
187. 30 
193. 30 
199. 30 
205. 30 
211. 30 
217. 30 
223. 30 

$10. 80 
11. 40 
12. 00 
13. 10 
14. Go 
16. 10 
17. 60 
19. 10 
20. 60 
22. 10 
23. 60 
25. 20 
26. 90 
29. 50 
32. 90 
36. 30 
39. 70 
43. 10 
46. 50 
49. 90 
53. 40 
57. 40 
61. 40 
65. 40 
69. 40 
73. 40 
77. 40 
81. 40 
85. 40 
89. 40 
93. 40 
97. 40 

101. 40 
105. 40 
109. 40 
113. 40 
117. 40 
121. 50 
126. 50 
131. 50 
136. 50 
141. 50 
146. 50 
151. 50 
156. 50 
161. 50 
167. 30 
173. 30 
179. 30 
185. 30 
191. 30 
197. 30 
208. 30 
209. 30 
215. 30 

$6. 80 
7. 40 
8. 00 
9. 00 

10. 50 
12. 00 
13. 50 
15. 00 
16. 50 
18. 00 
19. 50 
21. 00 
22. 50 
24. 90 
28. 30 
31. 70 
35. 10 
38. 50 
41. 90 
45. 30 
48. 70 
52. 10 
56. 00 
60. 00 
64. 00 
68. 00 
72. 00 
76. 00 
80. 00 
84. 00 
88. 00 
92. 00 
96. 00 

100. 00 
104. 00 
108. 00 
112. 00 
116. 00 
120, 00 
124. 70 
129. 70 
134. 70 
139. 70 
144. 70 
149. 70 
154. 70 
159. 70 
165. 20 
171. 20 
177. 20 
183. 20 
189. 20 
195. 20 
201. 20 
207. 20 

$2. 90 
3. 50 
4. 00 
5. 00 
6. 50 
8. 00 
9. 50 

11. 00 
12. 50 
14. 00 
15. 50 
17. OD 

18. 50 
20. 70 
23. 70 
27. 10 
30. 50 
33. 90 
37. 30 
40. 70 
44. 10 
47. 50 
50. 90 
54. 60 
58. 60 
G2. 60 
66. 60 
70. 60 
74. 60 
78. 60 
82. 60 
86. 60 
90. 60 
94. 60 
98. 60 

102. 60 
106. 60 
110. 60 
114. 60 
118. 60 
123. OD 

128. 00 
133. 00 
188. 00 
148. 00 
148. 00 
153. 00 
158. 00 
163. 10 
169. 10 
175. 10 
181. 10 
187. 10 
193. 10 
199. 10 

fo 
0 
. 30 

1. 20 
2. Go 
4. 00 
5. 40 
6. 90 
8. 40 
9. 90 

11. 40 
12. 90 
14. 40 
16. 70 
19. 70 
22. 70 
25. 90 
29. 30 
32. 70 
36. 10 
39. 50 
42. 90 
46. 80 
49. 70 
58. 20 
5?. 20 
61. 20 
65. 20 
69. 20 
73. 20 
77. 20 
81. 20 
85. 20 
89. 20 
93. 20 
97. 20 

101. 20 
105. 20 
109. 20 
113. 20 
117. 20 
121. 30 
126. 30 
131. 30 
136. 30 
141. 30 
146. 30 
151. 30 
156. 30 
161. 30 
167. 00 
173. 00 
179. 00 
185. 00 
191. 00 

$0 
0 
0 
0 
0 
. 30 

1. 70 
3. 10 
4. 50 
5. 90 
7. 40 
8. 90 

10. 40 
12. 70 
15. 70 
18. 70 
21. 70 
24. 80 
28. 20 
31. 60 
35. 00 
38. 40 
41. 80 
45. 20 
48. 60 
52. 00 
55. 80 
59. 80 
63. 80 
67. 80 
71. 80 
75. 80 
79. 80 
83. 80 
87. 80 
91. 80 
95. 80 
99. 80 

103. 80 
107. 80 
111. 80 
115. 80 
119. 80 
124. 50 
129. 50 
134. 50 
139. 50 
144. 50 
149. 50 
154. 50 
159. 50 
165. 00 
171. 00 
177. 00 
183. 00 

fo 
0 
0 
0 
0 
0 
0 
0 
. . 70 

2. 10 
3. 50 
4. 90 
6. 40 
8. 60 

11. 60 
14. 60 
17. 60 
20. 60 
23. 60 
27. 00 
30. 40 
33. 80 
37. 20 
40. 60 
44. 00 
47. 40 
50. Ro 
54. 50 
58. Bf0 

62. 50 
66. 50 
70. 60 
74. 50 
78. 50 
82. 50 
86. 50 
90. 50 
94. 50 
98. 50 

102. 50 
106. 50 
110. 50 
114. 50 
118. 50 
122. 80 
127. 80 
132. 80 
137. 80 
142. 80 
147. 80 
152. 80 
157. 80 
162. 90 
168. 90 
174. 90 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
1. 10 
2. 50 
4. 60 
7. 60 

10. 60 
13. 60 
16. 60 
19. 69 
22. 60 
25. BO 
29. 20 
32. 60 
36. Oo 

39. 40 
42. 30 
46. ZG 

49. 60 
53. 10 
57. 10 
Gl. 10 
65. 10 
G9. 1D 

73. 10 
77. 10 
81. 10 
85. 10 
89. 10 
93. 10 
97. 10 

101. 10 
105. 10 
1o9. 10 
113. 10 
117. 10 
121. 10 
126. 1D 

131. 10 
136. 10 
141. 10 
146. 10 
151. 10 
156. 10 
161. 10 
166. 30 

30 percent of the excess over $1, 140 plus— 

$1, 140 and over 250. 60 242. 50 234. 40 226. 30 218. 30 210, 20 202. 10 194. 00 186. 00 177. 90 169. 80 



391 

If the payroll 
not married— 

period with respect, to an employee is semimonthly and he 

And the wages aze— And tbe number oi withholding exemptious claimed is— 

At 
least— 

But less 
than— 

4 5 8 
i 

10 or 

The amount of income tax to be withheld shaH be— 

$0. . 
$10 
$12 
$14 
$16 
$18 
$20 

$30 
$32 

f40 
$42 

$48 
$50 
$52 
$54 
$56 

$60— 
fG2 . 

$66 

$70 
$72 
$74 
$76 
$78 
$80 
$82 
$84 
$36 

$90 
$92. 

$96 
$98 
$160 
$102 
$104 
$106 
$108 
$110 
$112 
$114 
$116 
$118 
$120 
$124 
$128 
$132 
$136 
$140 
$144 
$148 
$152. . 
$156 
f160 
$1G4 
$168 
$172 
$176 
$180 
$184 

$8 
$10 
$12 
$14 
$16 
fls 
$20 
$22 
f24 
$26 
$2S 
$30 
$32 
$34 
$36 
$38 
$40 
$42 

$46 
$48 
f50 
$52 
$54 
$56 
$58 
$60 

$66 

$70 
$72 
$74 
$76 
$78 
$80 
$82 
$84 
$86 
$88 - - - - -- 
$90 
f92 
$94 
$96 
$9S 
$100 
$102 
$104 
$106 
$108 
$110 
$112 
$114 
$116 
$118 
$120 
$124 
$128 
$132 
$13G 
$140 
$144 
$148 
$152 
$156 
$160 
$164 
$168 
$172 
$176 
$180. 
$184 
$188 

$0 
. 10 
. 40 
. 70 
. 90 

1. 20 
1. 50 
1. 80 
2. 10 
2. 30 
2. 60 
2. 90 
3. 20 
3. 50 
3. 80 
4. 10 
4. 40 
4. 70 
6. 00 
6. 30 
5. 60 
5. 90 
6. 20 
6. 60 
6. 90 
7. 20 
7. 60 
7. 90 
8. 30 
8. 60 
8. 90 
9. 30 
9. 60 

10 00 
10. 30 
10 60 
11 00 
11. 30 
11. 70 
12. 00 
12. 30 
12. 70 
13. 00 
13. 40 
13. 70 
14. 00 
14. 40 
14. 70 
15. 10 
15. 40 
15. 70 
16. 10 
16. 40 
16. 80 
17. 10 
17. 40 
17. 80 
18. 30 
19. 00 
19. 60 
20. 30 
21. 00 
21. 70 
22. 40 
23. 00 
23. 70 
24. 40 
26. 10 
25. 80 
26. 40 
27. 10 
27. 80 
28. 50 
29. 20 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
. 20 
. 50 
. 80 

1. 10 
1. 30 
1. 60 
1. 90 
2. 20 
2. 50 
2. 70 
3. 00 
3. 30 
3. 60 
3. 90 
4. 20 
4. 50 
4. 80 
5. 10 
6. 40 
5 70 
6 00 
6. 40 
6. 70 
7. 00 
7. 40 
7. 70 
8. 10 
8. 40 
8. 70 
9. 10 
9. 40 
9. 80 

10. 10 
10. 40 
10. 80 
11. 10 
11. 50 
11. 80 
12. 10 
12 50 
12 80 
13. 30 
14. 00 
14. 70 
15. 40 
16. 00 
16. 70 
17. 40 
18. 10 
18. 80 
19. 40 
20. 10 
20. 80 
21. 50 
22. 20 
22. 80 
23. 50 
24. 20 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
. 30 
. 60 
. 90 

1. 20 
1 40 
1. 70 
2. 00 
?. 30 
2. 60 
2. 80 
3. 10 
3. 40 
3. 70 
4. 00 
4. 30 
4. 60 
4. 90 
5. 20 
5. 50 
5. 80 
6. 20 
6. 60 
6. 80 
7. 20 
7. 60 
7. 90 
8. 40 
9. 00 
9. 70 

10. 40 
11. 10 
11. 80 
12. 40 
13. 10 
13. 80 
14. 50 
15. 20 
15. 80 
16. 50 
17. 20 
17. 90 
18. 60 
19. 20 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
. 20 
. 40 
. 70 

1. 00 
1. 30 
1. 60 
1. 80 
2. 10 
2. 40 
2. 70 
3. 00 
3. 30 
3. 70 
4. 30 
4. 90 
5. 50 
6. 10 
6. 80 
7. 50 
8. 20 
8. 80 
9. 50 

10, 20 
10. 90 
11. 60 
12. 20 
12. 90 
13. 60 
14. 30 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
. 10 
. 70 

1. 30 
1, 80 
2. 40 
2. 90 
3. 50 
4. 10 
4. 70 
5. 30 
5. 90 
6. 60 
7. 30 
S. 00 
8. 60 
9. 30 

$, 0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
. 50 

1. 10 
1. 70 
2. 20 
2. 80 
3. 40 
4. 00 
4. 60 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
. 40 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
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If the payroll 
not married— 

period with respect to an employee is semimonthly and he is 

And the wages are— And the number of withholding exemptions claimed is— 

At 
least— 

But less 
than— 

0 1 2 3 4 5 6 7 

The amount of income tax to be withheld shall be— 

10 or 
more 

$188 
f192 
$196 
f 200 
$210 
$220 
$230 
$240 . 

$270 
$280 
$290 
$300 
$320 
$340 . 
$360 

SO . - 
$400 . 
8420-------- 
8440 
$460 
$480 
)500 
$520 
$540 
rr560 
$580 
f500 
$fi20 
$640 
$660. 
$680. 
5700. 
f720 
$740 

$192 
$19fi 
$200 
$210 
$220 
$230 
$210 
$250 
$260 
$270 
$280 
$290 
$300 
$320 
$340 
$360 
$380 
5400 
5420 
)440 
8460 
$480 
$500 
$520 
$540 
$560- 
$580 
8600---- 
$620 
$640 
$660 
f680 
$?00 
$720 
$740 
$760 

f30. 00 
30. 80 
31. 60 
33. 00 
35. 00 
3?. 00 
39. 00 
41. 00 
4a 00 
45. 00 
47. 00 
49. 00 
51. 00 
54. 00 
58. 00 
62. 00 
66. 20 
71. 20 
76. 20 
81. 20 
86. 20 
91. 80 
97. 80 

103. 80 
109. 80 
115. 80 
121. 80 
127. 80 
133. 80 
139. 80 
145. 80 
151. 80 
157. 80 
163. 80 
169. 80 
175. 80 

$24. 90 
25. 60 
26. 20 
27. 40 
29. 20 
31. 20 
33. 20 
35, 20 
37. 20 
39. 20 
4. 1. 20 
43. 20 
45. 20 
48. 20 
52. 20 
56. 20 
60. 20 
64. 20 
68. 90 
73. 90 
78. 90 
83. 90 
89. 00 
95. 00 

101. 00 
107. 00 
113. 00 
119. 00 
125. 00 
131. 00 
137. 00 
143. 00 
149. 00 
155. 00 
161. 00 
167. 00 

$19. 90 
20. 60 
21. 30 
22. 50 
24. 20 
25. 90 
27. 60 
29. 40 
31. 40 
33. 40 
35. 40 
37. 40 
39. 40 
42. 40 
46. 40 
50. 40 
54. 40 
58. 40 
62. 40 
66. 60 
71. 60 
76. 60 
81. 60 
86. 60 
92. 80 
98. 30 

104. 30 
110. 30 
116. 30 
122. 30 
128. 30 
134. 30 
140. 30 
149. 30 
152. 30 
158. 30 

$15. 00 
15. 60 
16. 30 
17. 50 
19. 20 
20. 90 
22. 60 
24. 30 
26. 00 
27. 70 
29. 50 
31. 50 
33. 50 
36. 50 
40. 50 
44. 50 
48. 50 
52. 50 
56. 50 
Oio. 50 
64. 50 
69. 30 
74. 30 
79. 30 
84. 30 
89. 50 
95. 50 

101. 50 
107. 50 
118. 50 
119. 50 
125. 50 
131. 50 
137. 50 
143. 50 
149. 50 

$10. 00 
10. 70 
11. 40 
12. 60 
14. 30 
16. 00 
17. 70 
19. 40 
21. 10 
22. 80 
24. 50 
26. 20 
27. 90 
30. 70 
34. 70 
38. 70 
42. 70 
46. 70 
50. 70 
54. 70 
58. 70 
ii2. 70 
67. 00 
72. 00 
77. 00 
82. 00 
87. 00 
92. 80 
98. 80 

104. 80 
110. 80 
116. 80 
122. 80 
128. 80 
134. 80 
140. 80 

$5. 20 
5. 80 
6. 40 
7. 60 
9. 30 

11. 00 
12. 70 
14. 40 
16. 10 
17. 80 
19. 50 
21. 20 
22. 90 
25. 50 
28. 90 
32. 90 
36. 90 
40. 90 
44. 90 
48. 90 
52. 90 
56. 90 
60. 90 
64. 90 
69. 80 
74. 80 
79. 80 
84. 80 
90. 00 
96. 00 

102. 00 
108. 00 
114. 00 
120. 00 
126. 00 
132. 00 

$. 90 
1. 50 
2. 10 
3. 00 
4. 50 
6. 00 
7. 70 
9. 40 

11. 10 
12. 80 
14. 50 
16. 20 
17. 90 
20. 50 
23. 90 
27. 30 
31. 00 
35. 00 
39. 00 
43. 00 
47. 00 
51. 00 
55. 00 
59. 00 
63. 00 
67. 50 
72. 50 
77. 50 
82. 50 
87. 50 
93. 80 
99. 30 

105. 30 
111. 30 
117. 30 
123. 30 

$0 
0 
0 
0 . 40 
1. 80 
3. 20 
4. 70 
6. 20 
7. 90 
9. 60 

11. 30 
13. 00 
15. 50 
18. 90 
22. 30 
25. 70 
29. 20 
33. 20 
37. 20 
41. 20 
45. 20 
49. 20 
53. 20 
57. 20 
61. 20 
65. 20 
70. 20 
75. 20 
80. 20 
85. 20 
90. 50 
96. 50 

102. 50 
108. 50 
114. 50 

$0 
0 
0 
0 
0 
0 
0 
. 50 

1. 90 
3. 30 
4. 80 
6. 30 
S. 00 

10. 60 
14. 00 
17. 40 
20. 80 
24. 20 
27. 60 
31. 40 
35. 40 
39. 40 
43. 40 
47. 40 
51. 40 
55. 40 
59. 40 
63. 40 
67. 90 
72. 90 
77. 90 
82. 90 
87. 90 
93. 80 
99. 80 

105. 80 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
. 60 

2. 00 
3. 40 
5. 70 
9. 00 

12. 40 
15. 80 
19. 20 
22. 60 
26. 00 
29. 50 
33. 50 
37. 50 
41. 50 
45. 50 
49. 50 
53. 50 
57. 50 
61. 50 
65. 60 
70. 60 
75. 60 
80. 60 
85. 60 
91. 00 
97. 00 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
1. 40 
4. 30 
7. 50 

10. 90 
14. 50 
17. 70 
21. 10 
24. 5il 

27. 95 
3L?0 
35. 70 
39. ?0 
43. 70 
4?. ?0 
51. 70 
55. 70 
59. 70 
63. 70 
68. 30 
73. 30 
78. 30 
83. 30 
88. 30 

30 percent ofthe excess over $760 plus— 

$760 and over 178. 80 170. 00 161. 30 152. 50 143. 80 135. 00 126. 30 117. 50 108. 80 100. 00 9L30 

If the payroll period with respect to an employee is semimonthly and he is 
married— 

And tbe wages are— And tbe number of withholding exemptions claimed is— 

At 
least— 

But less 
than— 

0 r r 3 4 r 
~ 

r 8 9 mo' re 

The amount of income tax to be withheld shall be— 

$0 
$8 
$10 
$12 
$14 
$16 
$18 . 
$20 
$22 
f24 
$26 
f28 
$30 
f32 
$34 

$8. 
$10 
$12 
f14 
$1(i 
$18 
$20 
$22 
$24 
$26 
$28 
$30 
832 
$34 
$36 

$0 
. 10 
. 40 
. 70 
. 90 

1. 20 
1. 50 
1. 80 
2. 10 
2. 30 
2. 60 
2. 90 
3. 20 
3. 50 
3. 70 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
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If the payroll 
married— 

period with respect to an employee is semimonthly and he is 

And the wages are— And the number of withholding exemptions claimed is— 

At 
least— 

But less 
than— 

0 8 
[ 

0 0 4 0 '7 0 0 u 
more 

The amount of income tax to be withheld shall be— 

$300 
$320 
$340 
$360 
$380 
$400 
«420 
$440 
«460 
«480 
B«nn . 
8520 
«. 540 
$560 
$, )80 
«'r)00 
«6*)0 
«610 
«)/)0 
«rRn. 
i)nn 
i720 . 
«740 
«inn 
$780 
i«00 
$820 
f840 
f)860 
$880 
f nni) 
f920 . 
$940 
$960 
$980 
$], 000 
$), 020 
$1, 040 
$1, 060 
$1, 080 
$1, 100. . 
f)1, 120 
$1, 140 
$1, 160 
$1, 180 
$1, 200 

$320 
$340 
f360 
$380 
$400 
$420 
f440 
$460 
$480 
$500 
$520 
«540 
«560 
$580 
$600 

i $620 
l $640 
' $660 

$680 
«700 
«720 
«740 
8760 
8'780 
«Ron 
8820 
8840 
$860 
$880 
$onn 
$920 
$940 
$960 
$980 
$1, 000 
$1, 020 
$1, 040 
$1, 060 
$1, 080 
$1, 100 
$1, 200 
$1, 140 
$1, 160 
$1, 180 
$1, 200 
$1, 220 

$47. 40 
50. 80 
54. 20 
57. 70 
6). 70 
65. 70 
69. 70 
73. 70 
77. 70 
81. 70 
85. 70 
89. 70 
93. 70 
Oi. 70 

101. 70 
105. 70 
109. 70 
113. 70 
117. 70 
121. 70 
125. 70 
129. 70 
134. 30 
139. 30 
144. 30 
149. 30 
154. 30 
159. 30 
164. 30 
169. 30 
174. 30 
180. 00 
186. 00 
192. 00 
198. 00 
204. 00 
210. 00 
216. 00 
222, 00 
228, 00 
234. 00 
240 00 
246. 00 
252. 00 
258. 00 
264. 00 

$42. 40 
45. 80 
49. 20 
52. 60 
66. 00 
5o. Bo 
63. 80 
67, SO 
71. 80 
75. 80 
79. 80 
83. 80 
87. 80 
91. BO 
95. BO 
99. 80 

103. BO 
lni. 80 
111. 80 
115. 80 
119. 80 
123. 80 
127. 80 
132. 00 
137. 00 
142. 00 
147. 00 
152. 00 
157. 00 
162. 00 
167. 00 
172. 00 
177. 20 
183. 20 
189. 20 
195. 20 
201, 20 
207. 20 
213. 20 
219. 20 
225. 20 
231. 20 
'237. 20 
243. 20 
249. 20 
255. 20 

$37. 50 
40. 90 
44. 30 
47. 70 
51. 10 
64. 50 
58. 00 
62. 00 
66. 00 
70. 00 
74. 00 
78. 00 
82. 00 
86. 00 
90. 00 
94. 00 
98. 00 

10". DO 

106. 00 
110. 00 
114. 00 
118. 00 
122. 00 
126. 00 
130. 00 
134. /0 
139. 70 
144. 70 
149. 70 
154. 70 
159. 70 
164. 70 
169. 70 
174. 70 
180. 50 
186. 50 
192. 50 
198. 50 
204. 50 
210. 50 
216. 50 
222. 50 
228. 50 
234. 50 
240. 50 
246. 5)0 

$32. So 
35. 90 
39. 30 
42. 70 
46. 10 
49. 50 
52. 90 
56. 30 
60. 20 
64. 20 
68. 20 
72. 20 
76. 20 
80. 20 
84. 20 
88. 20 
92. 20 
90. 20 

100. 20 
104. 20 
108. 20 
11'2. 20 
116. 20 
120. 20 
124. 20 
128. 20 
132. 40 
137. 40 
142. 40 
147. 40 
152. 40 
157. 40 
162. 40 
167. 40 
172. 40 
177. 70 
183. 70 
189. 70 
195. 70 
201. 70 
207. 70 
213. 70 
219. 70 
225. 70 
231. 70 
237. 70 

$27. 50 
So. Go 
34. 30 
37. 70 
41. 10 
44. 50 
47. 90 
51. 30 
54. 70 
58. 30 
62. 30 
66. 30 
70. 30 
74. 30 
78. 30 
8'2. 30 
86. 30 
90. 30 
94. 30 
98. 30 

10'2. 30 
106. 30 
110. 30 
114. 30 
118. 30 
122. 30 
126. 30 
130. 30 
135. 10 
140. 10 
145. 10 
150. 10 
155. 10 
160. 10 
165. 10 
170. 10 
175. 10 
181. 00 
187. 00 
193. 00 
199. 00 
205. 00 
211. 00 
217. 00 
223. 00 
229. 00 

$23. 00 
26. 00 
29. 40 
32. 80 
36. 20 
39. 60 
43. 00 
46. 40 
49. 80 
53. 20 
56. 60 
60. 50 
64. 50 
68. 50 
/2. 50 
76. 50 
80. 50 
84. 50 
88. 50 
9-". 50 
96. 50 

100. 50 
104. 50 
108. 50 
11'2. 50 
116. 50 
120. 50 
124. 50 
128. 50 
132. 80 
137. 80 
142. 80 
147. 80 
152. 80 
157. 80 
162. 80 
167. 80 
172. 80 
178. 20 
184. 20 
190. 20 
196. 20 
202. 20 
208. 20 
214, 20 
220. 20 

$1S. 60 
21. 60 
24. 60 
27. 80 
31. 20 
34. 60 
38. 00 
41. 40 
44. 80 
48. 20 
51. 60 
55. 00 
58. 70 
62. 70 
66. 70 
70. 70 
74. 70 
78. 70 
8'). 70 
86. 70 
90. 70 
94. 70 
98. 70 

102. 70 
106. 70 
110. 70 
114. 70 
118. 70 
122. 70 
126. 70 
130. 70 
135. 50 
140. 50 
145. 50 
150. 50 
155. 50 
160. 50 
165. 50 
170. 5D 
175. 50 
181. 50 
187. 50 
193. 50 
199. 50 
205. 50 
211. 50 

$14. 20 
17. 20 
20. 20 
23. 20 
26. 30 
29. 70 
33. 10 
36. 50 
39. 90 
48. 30 
46. 70 
50. 10 
53. 50 
56. 90 
60. 80 
64. 80 
68. 80 
72. 80 
76. 80 
80. 80 
84. 80 
88. 80 
92. 80 
9G. 80 

100. 80 
104. 80 
108. 80 
112. 80 
116. 80 
120. 80 
124. 80 
128. 80 
133. 30 
138. 30 
143, 30 
148. 30 
153. 30 
158. 30 
163. 80 
168. 30 
173. 30 
178. 70 
184. 70 
190. 70 
196. 70 
202. 70 

$9. 80 
12. 80 
15. 80 
18. 80 
21. 80 
24. 80 
28. 10 
31. 50 
34. 90 
38. 30 
41. 70 
45. 10 
48. 50 
51. 90 
55. 30 
59. 00 
63. 00 
G7. 00 
71. 00 
7a 00 
79. 00 
83. 00 
87. 00 
91. 00 
95. 00 
99. OD 

103. 00 
107. 00 
11L 00 
115. 00 
119. 00 
123. 00 
127. 00 
131. 00 
136. 00 
141. 00 
146. 00 
151. 00 
156. 00 
161. 00 
166. 00 
171. 00 
176. 00 
182, 00 
18il, 00 
194. 00 

$5. 50 
S. 50 

11. 50 
14. 50 
17. 50 
20. 50 
23. 50 
26'. 5O[ 
29. 90 
33. 30 
36. 7)i 
40. 1! 
43. '!I 
46 
5) 3/), 

57. 201 
' l. "il 
6820) 
69. "i) 
73. " 

» 

77. 20 
81. 20 
85. 20 
89. 20 
93. 20 
97. 20 

101. 20 
105. 20 
109. 20 
113. 20 
117. 20 
121. 20 
125, 20 
129. 20 
138. 70 
188. 70 
143. 70 
148. 70 
153. 70 
158. 20 
163. 70 
16S. 70 
173. 70 
179. 20 
185. 20 

$1. 40 
4 '0 
7, li) 

10, 1/l 

1'5 10 
1!'. )n 
19 )i) '' 

in) 
'-' . )i) 
'i. 4i) 
;5;, 9) 
'i) ln 

4). 'nn 

4:;. ii) 
4« Rn 

52 20 
-). Di) 

sn xn 
il. '5 Rn 

i'ii sn 
l. 30 i), 1/] 

7'. ). 3') 
Rx 30 
Si. 30 
9). 30 
95. 30 
99. 30 

)63. 36 
107. 36 
111. 3') 
115, 3i) 

119. 30 
123, Sn 

127. 36 
131. 40 
136. 40 
141, 40 
146. 40 
151. 40 
156. 40 
161, 40 
166. 40 
171. 40 
176. 50 

30 percent of the excess over $1, 220 plus— 

01080 0 . . . ---- 007 00 000 00 049. 0[ 40. 
o[ 

808. oo[ 000 00[ . 
o[ 

0o . 
o[ 

. Ã[ 80 80[ l)9 0 





396 

U the payroll period with respect to an employee is monthly and he ls npf, 
married— 

And the wages are— And the number of withholding exemptions claimed is— 

At 
least— 

But less 
than— 

0 1 2 3 4 5 6 7 8 9 

The amount of income tax to be withheld shall be— 

10 or 
more 

$368 
$376 
$384 
$392 
$40D 
$420 
$440 
$460 
$480 
8500 
8520 
$540 
$560 
$580 
8600 
Bc)40 
$680. 
8720. 
$760 

$9fi0 
$1, 000 
$1, 040 
$1, 080 
gi1, 120 
$1, 160 
$1, 200 
$1, 240 
$1, 2PJO 

$1, 320 
$1, 360 
$1, 400 
$1, 440 
$1, 480 

$376 
$384 
$392 
$400 
$420 
$440. 
$460 
$480 
$500 
$520 
$540 
$560 
$580 
$600 
$640 
$680 
$720 
$760 
$800 
$840 
$880 
$920 
$960 
$1, 000 
$1, 040 
$1, 080 
$1, 120. 
$1, 160 
$1, 200 
$1, 240 
$1, 280 
$1, 320 
$1, 360 
$1, 400 
$1, 440 
$1, 480 
$1, 520 

$58. 50 
60. 10 
61. 70 
63. 30 
66. 10 
70. 10 
74. 10 
78. 10 
82. 10 
86. 10 
90. 10 
94. 10 
98. 10 

102. 10 
108. 10 
116. 10 
124. 10 
132. 40 
142. 40 
152. 40 
162. 40 
172. 40 
183. 60 
195. 60 
207. 60 
219. 60 
231. 60 
243. 60 
255. 60 
267. 60 
279. 60 
291. 60 
303. 60 
315. 60 
327. 60 
339. 60 
351. 60 

$48. 40 
49. 80 
51. 10 
52. 50 
51. 90 
58. 40 
6'2. 40 
66. 40 
70. 40 
74. 40 
78. 40 
82. 40 
86. 40 
90. 40 
96. 40 

104. 40 
112. 40 
120. 40 
128. 40 
137. 80 
147. 80 
157. 80 
167. 80 
178. 10 
190. 10 
202. 10 
214. 10 
226. 10 
238. '10 
250. 10 
262. 10 
274. 10 
286. 10 
298. 10 
310. 10 
322. 10 
334. 10 

$38. 50 
39. 90 
41. 20 
4a 60 
45. 00 
48. 40 
51. 80 
55. '20 

58. 80 
62. 80 
66. 80 
70. 80 
74. 80 
78. 80 
84. 80 
92. 80 

100. 80 
108. 80 
116. 80 
124. 80 
133. 30 
148. 30 
15a 30 
163. 30 
173. 30 
184. 60 
196. 60 
208. 60 
220. 6D 
232. 60 
244. 60 
256. 60 
268. 60 
280. 60 
292. 60 
304. 60 
316. 60 

$28. 60 
29. 90 
31. 30 
32. 70 
35. 00 
38. 40 
41. 80 
45. 20 
48. 60 
52. 00 
55. 40 
59. 10 
63. 10 
67. 10 
73. 10 
81. 10 
89. 10 
07. 10 

105. 10 
113. 10 
121. 10 
129. 10 
138. 70 
148. 70 
158. 70 
168. 70 
179. 10 
191. 10 
203. 10 
215. 10 
227. 10 
239. 10 
251. 10 
263. 10 
275. 10 
287. 10 
299. 10 

$18. 70 
20. 00 
21. 40 
22. 70 
Oa 10 
28. 50 
31. 90 
35. 30 
38. 70 
4a 10 
4a 50 
48. 90 
52. 30 
55. 70 
61. 40 
69. 40 
77. 40 
85. 40 
93. 40 

101. 40 
109. 40 
117. 40 
125. 40 
134. 10 
144. 10 
154. 10 
164. 10 
174. 10 
185. 60 
197. 60 
209. 60 
221. 60 
233. 60 
245. 60 
257. 60 
269. 60 
281. 60 

f9. 10 
10. 30 
11. 50 
12. 80 
15. 20 
18. 60 
22. 00 
2a 40 
28. 80 
32. 20 
35. 60 
39. 00 
4a 40 
4~r 80 
50. 90 
57. 80 
65. 80 
73. 80 
81. 80 
89. 80 
97. 80 

105. 80 
113. 80 
121. 80 
129. 80 
139. 50 
149. 50 
159. 60 
16a 50 
180. 10 
192. 10 
204. 10 
216. 10 
228. 10 
240. 10 
252. 10 
264. 10 

$. 70 
l. 90 

4. 10 
6. 10 
9. 10 

12. 10 
15. 50 
18. 90 
22. 30 
25. 70 
29. 10 
32. 50 
35. 90 
41. 00 
47. 80 
54. 60 
62. 10 
70. 10 
78. 10 
86. 10 
94. 10 

102. 10 
110. 10 
118. 10 
126. 10 
134. 90 
144. 90 
154. 90 
164. 90 
174. 90 
186. 60 
198. 60 
210. 60 
222. 60 
234. 60 
246. 60 

$0 
0 
0 
0 
0 
. 70 

3. 50 
6. 30 
9. 30 

12. 40 
15. 80 
19. 20 
22. 60 
26. 00 
31. 10 
37. 90 
44. 70 
51. 50 
58. 40 
66. 40 
74. 40 
82. 40 
90. 40 
98. 40 

106. 40 
114. 40 
122. 40 
130. 40 
140. 30 
150. 30 
160. 30 
170. 30 
181. 10 
193. 10 
205. 10 
217. 10 
229. 10 

$0 
0 
0 
0 
0 
0 
0 
0 
. 90 

3. 70 
6. 60 
9. 60 

12. 70 
16. 10 
21. 20 
28. 00 
84. 80 
41. 60 
48. 40 
55. 20 
62. 80 
70. 80 
78. 80 
86. 80 
94. 80 

102. 80 
110. 80 
118. 80 
126. 80 
135. 80 
145. 80 
155. 80 
165. 80 
175. 80 
187. 60 
199. 60 
211. 60 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
1. 20 
4. OD 

6. 80 
11. 30 
18. 00 
24. 80 
31. 60 
38. 40 
45. 20 
52. 00 
59. 10 
67. 10 
75. 10 
83. 10 
9L 10 
99. 10 

107. 10 
115. 10 
123. 10 
131. 20 
141. 20 
151. 20 
161. 20 
171. 20 
182. 10 
194. 10 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
2. BO 

8. 60 
14. 90 
21. 70 
28. 50 
35. 80 
42. 16 
43. 90 
55. 76 
63. 40 
71. 40 
79. 46 
87. 40 
95. 40 

108. 40 
111. 40 
119. 49 
127. 40 
186. 60 
146. 60 
156. 60 
166. 60 
176. 60 

30 percent of the excess over $1, 520 plus— 

$1, 520 and over 357. 60 340. 10 322. 60 30a 10 287. 60 270. 10 252. 60 235. 10 217. 60 200. 10 182. 60 
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if the payroll period with respect to ari employee is monthly and he is married— 

And the wages are— And the number of withholding exemptions claimed is— 

At 
least— 

But less 
than— 

o ' ' 3 
I 

4 5 6 7 
l 

8 9 

The amount of income tax to be withheld shall be— 

10 or 
more 

$376 
$3S4. 
$392 
$400 
5420 
$440 
$460 
$480 
$500 
5520 
$540 
$560 
$580 
$600 
f fi40 
$680 
$?i 20 
$760 
$800 
Bstn 
$880 
$920 
'ij9)in 

Sl, nno 
$1, 040 
s) 1;o. . n 

3 I. !20 
5', if)0 
6 1, 200 
$1, 240 
$1', &80 
$1, 320 
$1, 360 
$!, 400 
$1, 440 
fl, 480 
SI, 520 
$1, 560 
$1, 600 
$!, 640 
8!, GBD 

51, 720 
$!, 760 
tf;ann 
$!, 840 
a', 880 
, '1 i!20 
$1, 960 
$2, 000 
$2, 040 
$2, 080 
$2, 12D 
$2, 160 
$2, 200 
$2, 240 
$2, 280 
$2, 32D 
$2, 360 
$2, 400 

$384 
$392 
$400 
$420 
$440 
f460 
$480 
f500 
$520 
fi40 
$5fin 
$580 
fnnn 
f640 
$680 
$720. 
$760 . 
$800 
$840. 
!, xsn 
$920 
$9iin 
al, nnn 
sl, Din. 
$!, 080. 
$l, !20 
, f)l, 1 60. 
$1, 200. 
$1, 240 
$1, 280 
$!, 320 
$1, 3!in 
$1, 400 
$1, 440 
$1, 480 
$1, 520 
Wf'560 
$1, 600 
$1, 640 
$1, 680 
f1, 720 
f1, 760 
fl, soo 
f1, 840 
fb880 
$1, 920 
fl, nf'3 
f'2, 000 
$2, 040 
$2, 080 
$2, 120 
$2, 160 
$2, 200 
$2, 240 
$2, 280 
$2, 320 
$2, 3GO 

$2, 400 
$2, 440 

$53. 90 
55. 30 
56. 70 
M. Do 
fi2. 40 
65. 80 
69. 20 
72. 60 
7!i. 00 
79. 40 
82. BO 
86. 20 
89. 60 
94. 70 

101 50 
108. 30 
115. 30 
123. 30 
131. 30 
1:i9 30 
147. 30 
155. 30 
163. 30 
171. 30 
179. 30 
187. 30 
195. 30 
203. 30 
211. 30 
219. 30 
227. 30 
235, 30 
243. 30 
251. 30 
259, 30 
268. 60 
278. Gn 
288. 60 
29S. 60 
308. 60 
318. 60 
328. 60 
338. GO 
34S. 60 
359. 90 
371. Qn 
383. 90 
395. 90 
407. 90 
419. 90 
431. 90 
443 90 
455, 90 
467. 90 
479. 90 
491. 90 
503 90 
515. 90 
527. 90 

$44. 90 
46. 10 
47. 30 
49. 40 
52. 50 
55. 90 
59. 30 
62. 70 
GG. 10 
Gio, 50 
72. 90 
76. 80 
79. 70 
84. 80 
91. 60 
98. 40 

105. 20 
112. 00 
119. 70 
127. 70 
135. 70 
143. 70 
151. 70 
159. 70 
167. 70 
175. 70 
183. 70 
191. 70 
199. 70 
207. 70 
215. 70 
223. 70 
231. ?0 
239. 70 
247. 70 
255, 70 
264. 00 
274. 00 
284. 00 
294. 00 
304. 00 
314. 00 
324. 00 
334. OD 

344. 00 
354. 40 
366. 40 
378. 40 
390. 40 
402. 40 
414. 40 
426 40 
438. 40 
450. 40 
462. 40 
474. 40 
486. 40 
498. 40 
510. 40 

$36. 20 
37. 40 
38. 60 
40. 70 
43. 70 
46. 70 
49. 70 
52. 80 
56. 20 
Ga 60 
G3. 00 
Gfi. 40 
Ei9. 80 
74. 90 
Sl. 70 
BB. 50 
95. 30 

102. 10 
108. 90 
116. 00 
124. 00 
132. 00 
140. 00 
148. 00 
156. 00 
164. 00 
172. 00 
180. 00 
188. Gn 
196. 00 
204. 00 
212. 00 
220. 00 
228. 00 
236. 00 
244. 00 
252. 00 
260. 00 
269. 40 
279. 40 
289. 40 
299. 40 
309. 40 
319. 40 
329. 40 
339. 40 
349. 40 
360. 90 
372. 90 
384. 90 
396. 90 
40S. 90 
420. 90 
432. 90 
444. 90 
456. 90 
468. 90 
480. 90 
492. 90 

$27. 40 
28. 60 
29. 80 
31. 90 
34. 90 
37. 90 
40. 90 
43. 90 
46. 90 
49. 90 
53. 10 
56. 50 
59. 90 
65. 00 
f l. 80 
78. 60 
85. 40 
92. 20 
99. 00 

105. 80 
112. 60 
120. 30 
128. 30 
136. 30 
144. 30 
152. 30 
160. 30 
168. 30 
176. 30 
184. 30 
192. 30 
200. 30 
208. 30 
216. 30 
224. 30 
282. 30 
240. 30 
248. 30 
256. 30 
264. 80 
274. 80 
284. 80 
294. 80 
304. 80 
314. 80 
324. 80 
384. 80 
344. 80 
355. 40 
367. 40 
379. 40 
391. 40 
403. 40 
415. 40 
427. 40 
439. 40 
451. 40 
463. 40 
475. 40 

$18. 70 
19. 90 
21. 10 
23. 20 
26. 20 
29. 20 
32. 20 
35. 20 
38. 20 
41. 20 
44. 20 
47. 20 
5Ii. 20 
55. 10 
Gl. 90 
68. 70 
75. 50 
82. 30 
89. 10 
95. 90 

102. 70 
109. 5D 
116. 70 
124. 70 
132. 70 
140, 70 
148. 70 
156. 70 
164. 70 
172. 70 
180. 70 
18S. 70 
196. 70 
204. 70 
212. 70 
220. 70 
228. 70 
236. 70 
244. 70 
252. 70 
260. 70 
270. 30 
280. 30 
290. 30 
300. 30 
310. 30 
320. 30 
330. 30 
340. 30 
350. 30 
361. 90 
373. 90 
385. 90 
397. 90 
409. 90 
421. 90 
433. 90 
445. 90 
457. 90 

$10. 00 
11. 20 
12. 30 
14. 40 
17. 40 
20. 40 
23. 40 
26. 40 
29. 40 
32. 40 
35. 40 
38. 40 
41. 40 
45. 90 
52. 00 
5S. 80 
fi5. 60 
72. 40 
79. 20 
86. DD 

92. 80 
99. 60 

106. 40 
113. 20 
121. 00 
129. 00 
13'7. 00 
145. 00 
153. 00 
161. 00 
169. 00 
177. 00 
185. 00 
198. 00 
201. 00 
209. 00 
217. 00 
225. 00 
233. 00 
241. 00 
249. 00 
257. 00 
265. 70 
275. 70 
285. 70 
295. 70 
305. 70 
315. 70 
325. 70 
335. 70 
345. 70 
856. 40 
368. 40 
380. 40 
392. 40 
404. 40 
416. 40 
428, 40 
440. 40 

$1. 90 
3. 00 
4. 10 
6. 10 
B. 90 

11. 70 
14. 70 
17. 70 
20. 70 
23. 70 
26. 70 
29. 70 
32. 70 
37. 20 
43. 20 
49. 20 
55. 60 
62. 40 
69. 20 
76. 00 
82. 80 
89. 60 
96. 40 

103. 20 
110. 00 
117. 30 
125. 30 
133. 30 
141. 30 
149. 30 
157. 80 
165. 80 
173. 30 
181. 30 
189. 30 
19'7. 30 
205. 30 
218. 30 
221. 30 
229. 30 
237. 30 
245. 30 
253. 30 
281. 30 
271. 10 
281. 10 
291. 10 
301. 10 
311. 10 
321. 10 
331. 10 
341. 10 
351. 10 
362. 90 
374. 90 
386. 90 
398. 90 
410. 90 
422. 90 

fo 
0 
0 
0 
. 70 

3, 50 
6. 30 
9, 10 

11. 90 
14. 90 
17. 90 
20. 90 
23. 90 
28. 40 
34. 4D 
40. 40 
46. 40 
52. 50 
59. 30 
66. 10 
72. 90 
79. 70 
86. 50 
93. 30 

100. 10 
106. Qo 
113. 70 
121. 70 
129. 70 
137. 70 
145. 70 
153. 70 
161. 70 
169. 70 
177. 70 
185. 70 
193. 70 
201. 70 
209. 70 
217. 70 
225. 70 
233. 70 
241. 70 
249. 70 
257. 70 
266. 50 
276. 50 
286. 50 
296. 50 
306. 50 
316. 50 
326. 50 
336. 50 
346. 50 
357. 40 
369. 40 
381. 40 
393. 40 
405. 40 

$0 
0 
0 
0 
0 
0 
0 
. 90 

3. 70 
6. 50 
9. 30 

12. 20 
15. 20 
19. 70 
25. 70 
31. 70 
37. 70 
43. 70 
49. 70 
56. 20 
63. 00 
69. 80 
'76. 60 
83. 40 
90. 20 
97. 00 

103. 80 
110. 60 
118. 00 
126. 00 
134. 00 
142. 00 
150. 00 
158. 00 
166. 00 
174. 00 
182. 00 
190. 00 
198. 00 
206. 00 
214. 00 
222. 00 
230. 00 
238. 00 
246. 00 
254. 00 
262 00 
271. 90 
281. 90 
291. 90 
301. 90 
311. 90 
321. 90 
331. 90 
341. 90 
351. 90 
363. 90 
375. 90 
387. 90 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
l. 20 
4. 00 
6. 80 

11. 00 
16. 90 
22. 90 
28. 90 
34. 90 
40. 90 
46. 90 
53, 10 
59. 90 
66. 70 
73. 50 
80. 30 
87. 10 
93. 90 

100. 70 
107. 50 
114. 30 
122. 30 
130. 30 
138. 30 
146. 30 
154. 30 
162. 30 
170. 30 
178, 30 
186. 30 
194. 30 
202. 30 
210. 30 
218. 30 
226. SD 
234. 3D 
242. 30 
250. 30 
258. 30 
267. 30 
277. 30 
287. 30 
297. 30 
307. 30 
317. 30 
327. 30 
337. 30 
347. 30 
358. 40 
370. 40 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
2. 80 
8. 40 

14, 20 
20. 20 
26. 20 
32. 20 
38. 20 
44. 20 
50. 20 
56, 80 
63, 60 
70. 40 
77. 2D 

84. DO 

9G. 80 
97. 60 

104. 40 
111. 20 
118. 7D 

126. 78 
134. 76 
142. 70 
150 70 
158. 70 
166. 70 
174. in 
182. 70 
190. 70 
198. 70 
2DS. 70 
214. 70 
222. 70 
230. 70 
238. 70 
246. 70 
254. 70 
262. 80 
272. 80 
282. 80 
292. SO 

302. SO 

312. 80 
322. 86 
332. 80 
342 80 
352 90 

30 percent of the excess over $2, 440 plus— 

$2, 440 and over 533. 90 516. 40 498, 90 481. 40 463. 90 446, 40 428, 90 411, 40 393. 90 376. 40 358. 90 
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401 

If the payroll period with respect to an employee is a daily payroll 
a miscellaneous payroll period and he is married— 

period or 

And the wages 
divided by the 

number of days in 
such period are— 

And the number of withholding exemptions ciaizned is— 

10 or 
more 

At 
least— 

Hut less 
than— 

The amount of income tax to be withheld shall bc the following amount multiplied 
by the number of days in such periods— 

$8, 50 
$8. 75 
$9. 00 
$9, 25 
$9, 50 
$9. 75 
$10. 00 
$10. 50 
811. 00 
8]1. 50 
$12. 00 
$12, 50 
$13, 00 
$13. 50 
$14. 00 
814. 50 
$15. 00. . 
$15. 50 
816. 00 
$16. 50 . 
$17. 00 
$17. 50 
$18. 00 
$18. 50 
$19. 00 
$19'50 
$20. 00 . 
$21. 00 
822. GG 

$23. 90 
$24, GO 

$25. 00 
$26. 00 
$27. 00 
$28. 00 
829. 00 
$30. 00 
$31. 00 
$32. 00 
$33. 00 
$34. 00 
$35. 00 
$36. 00 
$37. 00 
$38. 00 
$39. 00 
$40. 00 
$41. 00 
$42. 00 
$43. 00 
$44. CO 

$45. GO 

$46. GO 

$47. 00 
848. 00 
$49. 00 
$50. 00 
$51. 00 
$52. 00 
$53. 00 
$54. 00 
$55. 00 
$56. 00 
$57. 00 
858. 00 
859. 00 
$li0. 00 
$lil. 00 
862. 00 
tli3. 00 
8ti4. 00 

$8. 75 
$9. 00 
$9, 25 
$9. 50 . 
$9. 75 
$10. 00 
$10. 50 
811. 00 
$11. 60 
$12. 00 
$12, 50 
$13. 00 
$13. 50. 
$14. 00 
$14. 50 
$15, 00 
$15. 50 
$16. 00 
$16. 50 
$17. 00 
$17. 50 
$18. 00 
$18. 50 
$19. 00 
$19. 50 
$20. 00 
$21. 00 
$22. 00 
$23. 00 
$24. 00 
$25. 00 
$26. 00 
$27. 00 
$28. 00 
$29. 00 
$30. 00 
$31. 00 
$32. 00 
$33. 00 
$34. 00 
$35. 00 
$36. 00 
$37. 00 
$38. 00 
$39. 00 
$40. 00 
$41. 00 
$42. 00 
$43. 00 
$44. 00 
$45. 00 
$46. 00 
$47. 00. 
$48. 00 
$49. 00 
$50. 00 
$51. 00 
$52. 00 
$53. 00 
$54. 00 
$55. 00 
$56. 00 
$57. 00 

8. 00 
$, 59. 00 . 
$60. 00 
$61. 00 
$62. 00 
$63. 00 
$64. 00 . 
$65. 00 

$1. 20 
1. 20 
1. 25 
l. 30 
1. 35 
l. 35 
1. 45 
1. 50 
1. 60 
1. 65 
l. 75 
1. 80 
l. 90 
2. 00 
2. 05 
2, 15 
2. 26 
2. 35 
2. 40 
2. 60 
2. 60 
2. 65 
2. 75 
2. 85 
2. 90 
3. 00 
3. 15 
3. 30 
3. 45 
3. 65 
3. 85 
4. 05 
4. 25 
4. 45 
4. 65 
4. 85 
5. 05 
5. 25 
5. 46 
5. 65 
5. 85 
6. 05 
6. 25 
6. 45 
6. 65 
6. 85 
7. 05 
7. 25 
7. 45 
7. 65 
7. 85 
S. 05 
8. 25 
8. 45 
8. 65 
S. 90 
9. 15 
9. 40 
9. G5 
9. 90 

10. 15 
10. 40 
10. 65 
10. 90 
11. 15 
11. 40 
11. 65 
11. 95 
12. 25 
12. 55 
12. 85 

$, 90 
. 95 
. 95 

1. 00 
l. 05 
1. 10 
1. 16 
1. 20 
1. 30 
1. 36 
l. 45 
l. 50 
1. 60 
1. 65 
l. 75 
1. 85 
l. 90 
2. 00 
2. 10 
2. 15 
2. 25 
2. 35 
2. 45 
2. 50 
2. 60 
2. 70 
2. 80 
3. 00 
3. 15 
3. 30 
3. 50 
3. 65 
3. 85 
4. 05 
4. 25 
4. 45 
4. 65 
4. 85 
5. 05 
5. 25 
5. 45 
a 65 
5. 85 
6. 05 
6. 25 
G. 45 
6. 65 
6. SG 
7. 05 
7. 25 
7. 45 
7. 65 
7. 85 
8. 05 
8. 25 
8. 45 
S. 65 
8. 90 
9. 15 
9. 40 
9. 65 
9. 90 

10. 15 
10. 40 
10. 65 
10. 90 
11. 15 
11. 40 
11. 65 
11. 95 
12. 25 

$. 60 
. 66 
. 70 
. 70 
. 75 
. 80 
. 85 
. 95 

1. 00 
l. 10 
1. 16 
1. 25 
l. 30 
l. 40 
l. 45 
l. 55 
1. 60 
1. 70 
l. 75 
1. 85 
1. 95 
2. 00 
2. 10 
2. 20 
2. 25 
2. 35 
2. 50 
2. 65 
2. 80 
3. 00 
3. 15 
3. 35 
3. 50 
3. 65 
3. 85 
4. 05 
4. 25 
4. 45 
4. 65 
4. 85 
5. 05 
6. 25 
6. 46 
6. 65 
5. 85 
G. 05 
6. 25 
6. 45 
6. 65 
6. 85 
7. 05 
7. 25 
7. 46 
7. 65 
7. 85 
8. 06 
8. 25 
8. 45 
8. 66 
8. 90 
9. 15 
9. 40 
9. 65 
9. 90 

10. 15 
10. 40 
10. 65 
10. 90 
11. 15 
11. 40 
11. 70 

$. 35 
. 35 
. 40 
. 45 
. 45 
. 50 
. 55 
. 65 
. 70 
. 80 
. 85 
. 95 

l. 00 
1. 10 
1, 15 
1. 25 
l. 30 
l. 40 
l. 45 
l. 55 
1. 60 
l. 70 
l. 75 
l. 85 
1. 95 
2, 05 
2. 15 
2. 35 
2. 60 
2. 65 
2. 85 
3. 00 
3. 20 
3. 35 
3. 50 
3. 70 
3. 90 
4. 10 
4. 30 
4. 50 
4. 70 
4. 90 
5. 10 
6. 30 
6. 50 
5. 70 
5. 90 
6. 10 
6. 30 
6. 50 
6. 70 
6. 90 
'7. 10 
7. 30 
7. 50 
7. 70 
7. 90 
8. 10 
8. 30 
8. 50 
8. 70 
8. 95 
9. 20 
9. 45 
9. 70 
9. 95 

10. 20 
10. 45 
10. 70 
10, 95 
11. 20 

$. 05 
. 10 
. 16 
. 15 
. 20 
. 25 
. 30 
. 35 
. 45 
. 50 
. 60 
. 66 
. 75 
. 80 
. 90 
. 95 

1. 05 
1. 10 
1. 20 
1. 25 
l. 35 
l. 40 
l. 50 
1. 55 
l. 65 
l. 70 
1. 85 
2. 00 
2. 15 
2. 35 
2 50 
2. 70 
2. 85 
3. 00 
3. 20 
3. 35 
3. Ii5 
3. 70 
3. 90 
4. 10 
4. 30 
4. 50 
4. 70 
4. 90 
5. 10 
6. 30 
6. 50 
5. 70 
5. 90 
6. 10 
6. 30 
6. 50 
6. '70 
6. 90 
7. 10 
7. 30 
7. 50 
7. 70 
7. 90 
8. 10 
8. 30 
8. 50 
8, 70 
8. 95 
9. 20 
9. 45 
9. 70 
9. 96 

10. 20 
10. 45 
10. '70 

$0 
0 
0 
0 
0 
0 
0 
. 10 
, 15 
. 25 
. 30 
. 35 
. 45 
. 50 
. 60 
. 65 
. 75 
. 80 
. 90 
. 95 

1, 05 
1. 10 
1. 20 
1. 25 
1, 36 
l. 40 
l. 55 
l. 70 
1. 85 
2. 00 
2. 20 
2. 35 
2. 50 
2. 70 
2. 85 
3, 05 
3. 20 
3. 36 
3. 56 
3, 70 
3. 90 
4. 10 
4. 30 
4. 50 
4. 70 
4. 90 
5. 10 
5. 30 
5. 50 
5. 70 
5. 90 
6. 10 
6. 30 
6. 60 
6. 70 
6, 90 
7. 10 
7. 30 
7. 50 
7. 70 
7. 90 
8. 10 
8. 30 
S. 50 
S. 75 
9. 00 
9. 25 
9. 50 
9. 75 

10. 00 
10. 25 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
. 05 
. 10 
. 15 
. 25 
. 30 
. 40 
. 45 
. 65 
. 60 
. 70 
. 75 

. 90 
l. 00 
1. 05 
1. 15 
1. 25 
l. 40 
l. 55 
l. 70 
1. 85 
2. 05 
2. 20 
2. 35 
2. 55 
2. 70 
2. 90 
3. 05 
3. 20 
3. 40 
3. M 
3. 75 
3. 90 
4. 10 
4. 30 
4. 50 
4. 70 
4. 90 
5. 10 
5. 30 
5. 50 
5. 70 
5. 90 
6. 10 
6. 30 
6. 50 
6. 70 
6. 90 
'7. 10 
7. 30 
7. 50 
7. 70 
7. 90 
8. 10 
8. 30 
8. 50 
8. 75 
9. 00 
9. 25 
9. 50 
9. 75 

80 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

. 05 

. 10 
, 20 
. 25 
. 30 
. 40 
. 45 
. 56 
. 60 
. 70 
. 75 
. 85 
, 95 

1. 10 
1. 26 
l. 40 
1. 55 
1, 70 
1. 85 
2. 05 
2. 20 
2. 40 
2. 55 
2. 70 
2. 90 
3. 05 
3. 25 
3. 40 
3. li5 
3. 75 
3. 95 
4. 15 
4. 35 
4. M 
4. 75 
4. 95 
5. 15 
6. 36 
5. 55 
5. 75 
5. 95 
6. 15 
6. 35 
6. 55 
6. 75 
6. 95 
7. 15 
7. 35 
7. 55 
7. 75 
7. 95 
8. 15 
8. 35 
8. 55 
8. 75 
9. 00 
9. 25 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

0 
0 
0 
. 05 
. 10 
. 20 
. 25 
. 35 
. 40 
. 50 
. 55 
. 65 
. 80 
. 95 

1. 10 
1. 25 
1. 40 
l. 55 
1. 70 
1. 90 
2. 05 
2. 25 
2. 40 
2. 55 
2. 76 
2. 90 
3. 10 
3. 25 
3. 40 
3. 60 
3. 75 
3. 95 
4. 16 
4. 35 
4. 55 
4. 75 
4. 95 
6. 15 
5. 35 
5. 55 
6. 75 
6. 95 
6. 15 
6. 35 
6. 55 
6. 75 
6. 95 
7. 15 
7. 35 
7. 55 
7. 75 
7. 95 
8. 15 
8. 35 
8. 55 
8. 80 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
. 05 
. 15 
. 20 
. 25 
. 40 
. 55 
. 70 
. 85 

1. 00 
1, 16 
l. 30 
1. 45 
1. 60 
1. 75 
1. 90 
2. 05 
2. 25 
2. 40 
2. 60 
2. 75 
2. 90 
3. 10 
3. 25 
3. 45 
3. 60 
3. 75 
3. 95 
4. 15 
4. 35 
4. 55 
4. 76 
4. 95 
5. 15 
5. 35 
6. 65 
5. 75 
5. 95 
6. 15 
G. 35 
6. 55 
6. 75 
G. 95 
7. 15 
7. 35 
7. 55 
7. 75 
7. 95 
8. 15 
8. 35 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
. 10 
. 25 
. 40 
. 65 
. 70 
. 85 

I. 00 
l. 16 
1. 30 
I. 45 
1. GO 

l. 75 
1. 90 
2. 10 
2. 25 
2. 40 
2. 60 
2. 75 
2. 95 
3. 10 
3. 2li 
3. 45 
3. 60 
3. 80 
4. 00 
4. 20 
4. 40 
4. 60 
4. 80 
5. 00 
5. 20 
5. 40 
5. 60 
5. SO 
6. 00 
6. 20 
6. 40 
6. 60 
6. 80 
7. 00 
7. 20 
7. 40 
7. li0 
7. 80 
8. 00 



And the wages 
divided by the 

number of days in 
such period are— 

And the number of withholding exemptions claimed is— 

0 I 2 3 4 5 6 7 8 9 10 or 

At 
least— 

But less 
than— 

The amount of income tax to be withheld shall be the following amount multfpli@I 
by the number of days in such periods— 

865. 00 
$GROO 
sri7. 00 
$GAGO 
$69. 00 
$70. 00 
$71. 00 
$72. 00 
$73. 00 
$74. 00 
$75. 00 
$76. 00 
$77. 00 
$7ROO 
$79. 00 

$6G. OO 

$G7. 00 
$68. 00 
$69. 00 
$70. 00 
$71. 00 
$72. 00 
$73. 00 
$74. 00 
$75. 00 
$76. 00 
$77. 00 
$78. 00 
$79. 00 
$80. 00 

13. 15 
13. 45 
13 76 
14. 05 
14. 35 
14. 65 
14. 95 
15. 25 
15. 65 
15. 85 
16. 15 
16. 45 
16. 75 
17. 05 
17. 36 

12. 55 
12. 85 
18. 15 
13. 45 
13. 75 
14. 05 
14. 35 
14. 65 
14. 95 
15. 25 
15. 65 
15. 85 
16. 15 
16. 45 
16. 75 

12. 00 
12. 30 
12. 60 
12. 90 
18. 20 
13. 50 
13. 80 
14. 10 
14. 40 
14. 70 
15. 00 
15. 30 
15. 60 
15. 90 
16. 20 

11. 45 
11. 70 
12. 00 
12. 30 
12. 60 
12. 90 
13. 20 
13. 50 
13. 80 
14. 10 
14. 40 
14. 70 
15. 00 
15. 30 
15. 60 

10. 95 
11. 20 
11. 45 
11. 75 
12. 05 
12. 35 
12. 65 
12. 95 
13. 25 
13. 55 
13. 85 
14. 15 
14. 45 
14. 75 
15. 05 

10. 50 
10. 75 
11. 00 
11. 25 
11. 50 
11. 75 
12. 05 
12. 35 
12. 65 
12. 95 
13. 25 
13. 55 
13. 85 
14. 15 
14. 45 

10. 00 
10. 25 
10. 50 
10. 75 
11. 00 
11. 25 
11. 60 
11. 80 
12. 10 
12. 40 
12. 70 
13. 00 
18. 30 
13. 60 
13. 90 

9. 50 
9. 75 

10. 00 
10. 25 
10. 50 
10. 75 
11. 00 
11. 25 
11. 50 
11. 80 
12. 10 
12. 40 
12. 70 
18. 00 
13. 30 

9. 05 
9. 30 
9. 55 
9. 80 

10. 05 
10. 30 
10. 56 
10. 80 
11. 05 
11. 30 
11. 55 
11. 85 
12. 15 
12. 45 
12. 75 

8. 55 
8. 80 
9. 05 
9. 30 
9. 55 
9. 80 

10. 05 
10. 30 
10. 55 
10. 80 
11. 05 
11. 30 
11. 55 
11. 85 
12. 15 

8. 20 
8. 40 
8. 60 
8. 85 
9. 10 
9. 35 
9. 60 
9. 85 

10. 10 
10. 35 
10. 60 
10. 85 
11. 10 
11. 35 
11. 60 

30 percent of the excess over $80 plus— 

$80 and over 17. 50 16. 90 16. 35 la 75 15. 20 14. 60 14. 05 13. 45 12. 90 12. 30 11. 75" 

(Cl) DISCLOSURE OF MARITAL STATUS j DETERMINATION OF MARITAL 
STATUs ' TREATMENT oF SUIIvlvINO SPoUsE. Section 8402 (relating 
to income tax collected at source) is amended by adding at the end 
thereof the following new subsection: 

(I) DETERxIINATIoN AND DIscLosURE oF MARITAL STATUs. — 
(I) DETERMINATIoN oF sTATUs BY EMPLCYER. — Fol' purposes of applying 

the tables in subsections (a) and (e) to a payment of wages, the em- 
ployer shall treat the employee as a single person unless there is in effect 
with respect to such payment of wages a withholding exemption certificate 
furnished to the employer by the emplovee after the date of the enactment 
of this subsection indicating that the employee is married. 

(2) DIscLosURE oF sTATUs BY EMPLOYEE. — An employee shall be entitled 
to furnish the employer with a withholrling exemption certificate indicat- 
ing he is married only if, on the day of such furnishing, he is married (de- 
termined with the application of the rules in paragraph (8) ). An em- 
ployee whose marital status changes from ~arried to single shall, at such 
time as the Secretary or his delegate may by regulations prescribe, fur- 
nish the employer with a new withholding exemption certificate. 

(8) DETERMINATIoN oF MARITAL sTATUs. — For purposes of paragraph 
(2), an employee shall on any day be eonsidered— 

(A) as not married, if (i) he is legally separated from his spouse 
under a decree of divorce or separate maintenance, or (ii) either he 
or his spouse is, or on any preceding day within the calendar year was, 
a nonresident alien; or 

(B) as married, if (i) his spouse (other than a spouse referred to 
in subparagraph (A) ) died within the portion of his taxable year which 
precedes such day, or (ii) his spouse died during one of the two tax- 
able years immediately preceding the current taxable year and, on 
the basis of facts existing at the beginning of such day, the emplovee 
reasonably expects, at the close of his taxable year, to be a surviving 
spouse (as defined in section 2(b) ). 
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(e) WITHEIOLDING ALLowANCES FOR ITEMIZED DEDUCTIONS. — 
(1) ALLowANOE. — Section 340o(f) (1) relating to withhold- 

ing exemptions) is amended— 
(A) by striking out "and" at the end of subparagraph 

(D) 
(8) by striking out the period at the end of subparagraph 

(E) and inserting in lieu thereof "; and", and 
(C) by adding at the end thereof the following new sub- 

paragraph: 
(F) any allowance to which he is entitled under subsection (m), 

but only if his spouse does not have in effect a withholding exemp- 
tion certificate claiming such allow ance. 

(9) 0 rrIIIIOLDING ALLOWANCES BASED ON ITEMIZED DEDUC- 
TIoNs. — Section 3409 (relating to income tax collected at source) 
is amended by adding at the end thereof the following new sub- 
section: 

(m) V ITHHCLDING ALLCWAvcEs BAsED oN ITEMIZED DEDUc TICNs. — 
(1) GENERAL RULE. — An eruployee shall be entitled to withholding al- 

lowances under this subsection with respect to a payment of wages in a 
number equal to the number determined by dividing by $700 the excess of— 

(A) his estimated itemized deductions, over 
(B) an amount equal to the sum of 10 percent of the first S7, 500 of 

his estimated wages and 17 percent of the remainder of his estimated 
wages. 

For purposes of this subsection, fractional numbers shall not be taken into 
account. 

(2) DEFINITIONS. — For purposes of this subsection— 
(A) EsTIMATEn ITEMIzED DEDUOTIONS. — The term "estimated itemized 

deductions" means the aggregate amount which he reasonably expects 
will be allowable as deductions under chapter 1 (other than the deduc- 
tions referred to in sections 141 and 151 and other than the deductions 
required to be taken into account in determining adjusted gross income 
under section 62) for the estimation year. In no case shall such aggre- 
gate amount be greater than (i) the amount of such deductions shown 
on his return of tax under subtitle A for the taxable year precediug the 
estimation year, or (ii) in the case of an employee who did not show such 
deductions on his return for such preceding taxable year, au amount 
equal to the lesser of $1, 000 or 10 percent of the wages shown on his 
return for such preceding taxable year. 

(B) ESTIMATED wASES. — The term "estimated Ivages" means the 
aggregate amount which he reasonably expects will constitute wages for 
the estimation year. In no case shall such aggregate amount be less 
than the amount of wages shown on his return for the taxable year 
preceding the estimation year. 

(C) ESTIMATION TEAR. — In the case of an employee who files his return 
on the basis of a calendar year, the term "estimation year" means- 

(i) with respect to payments of wages after A. pril 30 and on or 
before December 81 of any calendar year, such calendar year, and 

(ii) with respect to payments of wages on or after January 1 and 
before illay 1 of any calendar year, the preceding calendar year 
(except that with respect to an exemption certificate furnished by an 
employee after he has filed his return for the preceding calendar 
year, such term means the current calendar year) . 

In the case of an employee who files his return on a basis other than the 
calendar year, his estimation year, and the amounts deducted and with- 
held to be governed by such estimation year, shall be determined under 
regulations prescribed by the Secretary or his delegate. 

(6) SPECIAL RULES. — 
(A) AIARRIED INDIvtnvALs. — The number of withholding allowances to 

which a husband and wife are entitled under this subsection shall be 
l226 — 638' — 66 — 27 
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determined on the basis of their combined wages and deductions. This 
subparagraph shall not apply to a husband and wife who filed separate 
returns for the taxable year preceding the estimation year and u ho rea- 
sonably expect to file separate returns for the estimation year. 

(B) ONLY oNE cERTIFIcATE To BK IN EFFEcT. — In the case of any em- 
ployee, withholding allowances under this subsection may not be claimed 
with more than one employer at any one time. 

(C) TEaMINArroiv oF EF+EciivENEss. — In the case of an employee who 
files his return on the basis of a calendar year, that portion of a with- 
holding exemption certificate which relates to allowances under this sub- 
section shall not be effective with respect to payments of wages after the 
first April 80 folloiving the close of the estimation vear on which it is 
based. 

(D) LIMirATioN. — In the case of employees whose estimated wages 
are at levels at which the amounts deducted and withheld under this 
chapter generally are insuificient (taking into account a reasonable 
allowance for deductions and exemptions) to oifset the liability for tax 
under chapter 1 with respect to the wages from ivhich such amounts are 
deducted aml withheld, the Secretary or his delegate may by regulation 
reduce the v ithholding allowances to which such employees would, but 
for this subparagraph, be entitled under this subsection. 

(E) TREArMENr oF ALLowANczs. — For purposes of this title, any with- 
holding allowance under this subsection shall be treated as if it were 
denominated a withholding exemption. 

(4) AvrHoairv To raEscaisE rAsixs. — The Secretarv or his delegate may 
prescribe tables pursuant to which employees shall determine the number of 
withholding allowances to which they are entitled under this subsection (in 
lieu of making such determination under paragraphs (1) and (6) ). Such 
tables shall be consistent with the provisions of paragraphs (1) and (8), 
except that such tables— 

(A) shall provide for entitlement to withholding allowances based on 
reasonable wage and itemized deduction brackets, and 

(B) may increase or decrease the number of withholding allowances 
to which employees in the various wage and itemized deduction brackets 
ivould, but for this subparagraph, be entitled to the end that, to the extent 
practicable, amounts deducted and withheld under this chapter (i) gen- 
erally do not exceed the liability for tax under chapter 1 with respect to 
the wages from which such amounts are deducted and withheld, and (ii) 
generally are suificient to offset such liability for tax. 

(8) STATvs DETERMINATION DATE. — The last, sentence of section 
8402(f) (3) (B) is amended to read as follows: "For purposes of 
this subparagraph, the term 'status determination date' means 
January 1, May 1, July 1, and October 1 of each year. " 

(4) CIVIL PENALTY. — 
(A. ) Subchapter B of chapter 68 (relating to assessable 

penalties) is amended by adding at the end thereof the fol- 
lowing new section: 

SEC. 6682. FA. LSE INFORMATION WITH RESPECT TO WITHHOLDING 
ALLOWANCES BASED ON ITEMIZED DEDUCTIOXS. 

(a) Crvir. PENALrv. — In addition to any criminal penalty provided bv law, if 
any individual in claiming a withholding allowance under section 8402 (f) (1) (&) 
states (1) as the amount of the wages (within the meaning of chapter 24) shown 
on his return for any taxable year an amount less than such wages actually 
shown, or (2) as the amount of the itemized deductions referred to in section 
8402(m) shown on the return for any taxable year an amount greater than such 
deductions actually shown, he shall pay a penalty of po0 for such statement 
unless (1) such statement did not result in a decrease in the amounts deducted 
and withheld under chapter 24, or (2) the taxes imposed with respect to the 
individual under subtitle A for the succeeding taxable year do not exceed the sum 
of (A) the credits against such taxes allowed by part IV of subchapter A of 
chapter 1, and (B) the payments of estimated tax which are considered payments 
on account of such taxes. 
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(b) DEriciENcx PaocEDURES NOT To APPLY. — Subchapter B of chapter fis (re- 
lating to deficiency procedures for income, estate, and gift taxes) shall not apply 
in respect of the assessment or collection of any penalty imposed by subsection 
(a). 

(B) The table of sections of such subchapter B is amended 
by adding at the end thereof the follov-ing: 

Sec, 6082. False information with respect to withholding allow- 
ances based on itemized deductions. 

(5) CRIMINAL PENALTY. — Section 7205 (relating to fraudulent 
withholding exemption certificate or failure to supply informa- 
tion) is amended— 

( 4) by striking out "section 3402(f)" and inserting in 
lieu thereof "section 3402", and 

(B) by striking out "any penalty otherwise provided" 
and inserting in lieu thereof "any other penalty provided 
by law (except the penalty provided by section 6682) ". 

(6) KFFEOTIvE DATE. — The amendments made by paragraphs 
(1) and (2) of this subsection shall apply only with respect to 
remuneration paid after December 31, 1966, but only with respect 
to withholding exemptions based on estim~ation years beginning 
after sucli date. 

(f) TRANSITIONAL DETERMINATION STATUS DATE. — Notwithstand- 
ing section 3402(f) (3) (B) of the Internal Revenue Code of 1954, 
a withholding exemption certificate furnished the employer after the 
date of the enactment of this A. ct and before May 1, 1966, shall take 
effect witli respect to the first payment of wages made on or after 
May 1, 1966, or the 10th day after the date on which such certificate 
is furnished to the employer, whichever is later, and at the election 
of the employer such certificate may be made effective with respect to 
any payment of wages made on or after the date on which such certifi- 
cate is furnished. 

(g) EFFEOTIVE DATE. — The amendments made by this section 
(other than subsection (e) ) shall apply only with respect to remunera, - 

tion paid after April 30, 1966. 
SEC. 102. ESTIMATED TAX IN CASE OF INDIVIDUALS. 

(a) INCLUSION OF SELF-KMPLOYMENT TAX IN ESTIMATED TAX. — 
Section 6015(c) (relating to definition of estimated tax in the case 
of an individual) is amended to read as follows: 

(c) ESTIMATED TAx. — For puIposes of this title, in the case of an individual, 
the term "estimated tax" means— 

(1) the amount which the individual estimates as the amount of the 
income tax imposed by chapter 1 for the taxable year, plus 

(2) the amount which the individual estimates as the amount of the self- 
emplovment tax imposed by chapter 2 for the taxable year, minus 

(g) the amount which the individual estimates as the sum of any credits 
against tax provided by part IV of subchapter A of chapter 1. 

(b) ADDITION To TAX FOR UNDERPAYMENT OF ESTIMATED TAX. — 
(1) Section 6654(a) (relating to addition to the tax for under- 

payment of estimated tax by an individual) is amended by insert- 
ing after "chapter 1" the following: "and the tax under chapter 2". 

(2) Section 6654(d) is amended to read as follows: 
(d) ExcEPTIoN. — Notwithstanding the provisions of the preceding subsections, 

the addition to the tax with respect to any underpayment of any i~stallme~t shall 
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not be imposed if the total amount of all payments of estimated tax made on or 
before the last date prescribed for the payment of such installment equals or 
exceeds the amount which would have been required to be paid on or before such 
date if the estimated tax were whichever of the following is the least— 

(1) The tax shown on the return of the individual for the preceding taxa- 
ble year, if a return showing a liability for tax was tned by the individual for 
the preceding taxable year and such preceding year was a taxable year of 
12 nIonths. 

(2) An amount equal to 70 percent (662/s percent in the ease of individuals 
referred to in section 6078 (b), relating to income from farming or Qshing) of 
the tax for the taxable year computed by placing on an annualized basis the 
taxable income for the mouths in the taxable year ending before the month 
in which the installment is required to be paid and by taking into account 
the adjusted self-employnIent income (if the net earnings from self-employ- 
ment (as defined in section 1402(a) ) for the taxable year equal or exceed 
$400). For purposes of this paragraph— 

(A) The taxable income shall be placed on an annualized basis by- 
(i) multiplying by 12 (or, in the ease of a taxable year of less 

than 12 months, the number of months in the taxable year) the 
taxable income (computed without deduction of personal exemp- 
tions) for the months in the taxable vear ending before the month ia 
which the installment is required to be paid, 

(ii) dividing the resulting amount by the number of months in 
the taxable year ending before the month in which such installment 
date falls, and 

(iii) deducting from such amount the deductions for personal 
exemptions allowable for the taxable year (such personal exemp- 
tions being determined as of the last date prescribed for payment of 
the installment) . 

(B) The term "adjusted self-employment income" means- 
(i) the net earnings from self-employment (as deQned in section 

1402(a) ) for the months in the taxable year ending before the month 
in which the installment is required to be paid, but not more than 

(ii) the excess of $6, 600 over the amount determined by placing 
the wages (within the meaning of section 1402(b) ) for the months 
in the taxable year ending before the month in which the installment 
is required to be paid on an aunualized basis in a manner consistent 
with clauses (i) and (ii) of subparagraph (A). 

(8) An amount equal to 00 percent of the tax computed, at the rates 
applicable to the taxable year, on the basis of the actual taxable income and 
the actual self-employment income for the mouths in the taxable vear ending 
before the month in which the installment is required to be paid as if such 
months constituted the taxable year. 

(4) An amount equal to the tax computed, at the rates applicable to the 
taxable year, on the basis of the taxpayer's status v. ith respect to personal 
exemptions under section 161 for the taxable year, but otherwise on the basis 
of the facts shown on his return for, and the law applicable to, the preceding 
taxable year. 

(3) Section 6654(f) (relating to definition of tax for purposes 
of subsections (b) and (d) of section 6654) is amended to read 
as follows: 

(f) TAX CDMPUTED AFTER APPIICATIQN oP CREDITs AGAINsT Tmx. — For PurPoses 
of subsections (b) and (d), the term "tax" means— 

(1) the tax imposed by this chapter 1, plus 
(2) the tax imposed by chapter 2, minus 
(8) the credits against tax allowed by part IV of subchapter A of chapter 

1, other than the credit against tax provided by section 81 (relating to tax 
withheld on wages). 

(4) Section 6211(b) (1) (relating to definition of a deficiency) 
is amended by striking out "chapter 1" and inserting in lieu 
thereof "subtitle A. ". 
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(5) Section 7701(a) (relating to definitions) is amended by 
adding at the end thereof the following neu paragraph: 

(34) EsTIMATED IxcoxiE TAx. — The term "estimated income tax" means— 
(A) in the case of an individual, the estimated tax as defined in 

section 6015 (c), or 
(B) in the case of a corporation, the estiinated iax as defined in 

section (i016 (b) . 
(6) Section 1403(b) (cross references) is amended by adding 

at the end thereof the following neiv paragraph: 
(3) For provisions relating to declarations of estimated tax on self- 

employment income, see section 6015. 

(c) MINISTERS' MEMBERS OF RELIGIOVS ORDERS) AND CJIRISTIAN 
SGIENGE PRAGTITIoNERs. — Section 1402(e) (3) (relating to efi'ective 
date of waiver certificates) is amended by adding at the end thereof 
the following new subparagraph: 

(E) For purposes of sections 6015 and 6654, a waiver certificate de- 
scribed in paragraph (1) shall be treated as taking eftect on the first day 
of the first taxable year beginning after the date on which such certifi- 
cate is filed. 

(d) ZFFECTlvz DATE. — The amendments made by subsections (a), 
(b), and (c) shall apply with respect to taxable years beginning after 
December 81, 1066. 
SEC. 100. UNDERPAYMENT OF INSTALLMENTS OF ESTIMATED INCOME TAX IN 

CASE OF INDIVIDUALS. 

(a) IN GENERAL. — Section 6654(b) (relating to amount of under- 
payment), and section 6654(d) (relating to exception) as amended 
by section 102(b) (2) of this Act, are amended by striking out "70 
percent" each place it appears and. inserting in lieu thereof o80 
percent". 

(b) EFFEGTivz DATE. — The amendments made by subsection. (a) 
shall apply with respect to taxable years beginning after December 81, 
1966. 
SEC. 104. INSTALLMENT PAYMENTS OF ESTIMATED INCOME TAX BY CORPORATIONS. 

(a) IN GENERAL. — Subsection (a) of section 6154 (relating to in- 
stallment payments of estimated income tax by corporations) is 
amended to read as follows: 

(a) AMovNT AND TIEIE FoR PAYMENT oF EAcH INSTSLLFIENT. — The amount of 
estimated tax (as defined in section 6016(b) ) with respect to which a declaration 
is required under section 6016 shall be paid as follows: 

(1) TAxARLE YEARs REOIvxixo iiv I000. — %pith respect to taxable years 
beginning after December 31, 1965, and before, January 1, 1967, such esti- 
mated tax shall be paid in installments in accordance with the following 
table: 
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If the declaration is timely filcd on or before the 
15th day of the— 

The following percentages of the esti- 
mated tax shall be paid on the 15tlt 
day of the— 

4th 
month 

6th 
month 

9th 
month 

12th 
month 

4th month of the taxable year 
6th month of the taxable year (but after 

the 15th day of the 4th month) 
9th month of the taxable year (but after 

the 15th day of the 6th month) 
12th month of the taxable year (but after 

the 15th day of the 9th month) 

12 12 25 

29 29 

37 

(2) TAxABLE KEARs BEGINNING AFTER 1966. — With respect to taxable years 
beginning after December 81, 1966, such estimated tax shall be paid in 
installments in accordance with the following table: 

If the declaration is timely filed on or before the 
15th day of the— 

The following percentages of the esti- 
mated tax shall be paid on the 15th 
day of the— 

4th 
month 

6th 
month 

9th 
month 

12th 
month 

4th month of the taxable year 
6th month of the taxable year (but after 

the 15th day of the 4th month) 
9th month of the taxable year (but after 

the 15th day of the 6th month) 
12th month of the taxable year (but after 

the 15th day of the 9th month) 

25 25 

88)~s 

25 25 

88)~s 33)~s 

50 50 

100 

(8) TIME. x FILING. — A declaration is timely filed for the purposes of para- 
graphs (1) and (2) if it is not required by section 6074(a) to be filed on a 
date (determined without regard to any extension of time for filing the dec- 
laration under section 6081) before the date it is actually filed. 

(4) LATE FILING. — If the declaration is filed after the time prescribed in 
section 6074(a) (determined without regard to any extension of time for 
filing the declaration under section 6081), there shall be paid at the time of 
such filing all installments of estimated tax which would have been payable 
on or before such time if the declaration had been filed within the time pre- 
scribed in section 6074(a), and the remaining installments shall be paid at 
the times at which, and in the amounts in which, they would have been pay- 
able if the declaration had been so filed. 

(b) EFFEOTIFE DATE. — The amendment made by subsection (a) 
shall apply with respect to taxable years beginning after December 81& 
19(15. 

TITLE II — POSTPONEMENT OF CERTAIN EXCISE TAX RATE 
REDUCTIONS 

SEC. 201. PASSENGER AUTOMOBILES. 

(a) PosTPoNEMENT oF RATE REDUcTIQNs. — Subparagraph (A) of 
section 4061(a) (o) (relating to imposition of tax) Is amended to read 
as follows: 

(A) Articles enumerated in subparagraph (B) are taxable at which- 
ever of the following rates is applicable: 

7 percent for the period beginning with the dav after the date of the 
enactment of the Tax Adjustment Act of 1966, through March 81, 
1968. 
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2 percent for the period April 1, 1968, through December 31, 1908. 
1 percent for the period after December 31, 1908. 

(b) CoNFQRMING AMENDMENT. — Section 6419. (a) (1) (relating to 
floor stocks refunds on passenger automobiles, etc. ) is amended by 
striking out "January 1, 1960, 1967, 1908, or 1909, " and inserting in 
lieu thereof "January 1, 1906, April 1, 1968, or January 1, 1909, ". 

(c) EFFEcTIVE DATE. — The amendment, made by subsection (a) 
shall apply with respect to articles sold after the date of the enactment 
of this A. ct, 
SEC. 202. COMMUNICATION SERVICES. 

(a) PosTPGNEMENT oF RATE REDUGTIGNs. — Section 4251 (relating to 
tax on communications) is amended— 

(1) By striking out subsection (a) (2) and inserting in lieu 
thereof: 

(2) The rate of tax referred to in paragraph (1) is as follows: 
Amounts paid pursuant to bills 

first rendered— Percent— 
Before April 1, 1908 10 
After March 31, 1908, and before January 1, 1909 1 

(9) By striking out subsection (c) and inserting in lieu thereof: 
(c) SPEczAL RULE. — For purposes of subsection (a), in the case of commu- 

nications services rendered before February 1, 1968, for which a bill has not been 
rendered before April 1, 1908, a bill shall be treated as having been first rendered 
on March 31, 1908. For purposes of subsections (a) and (b), in the case of 
communications services rendered after January 31, 1968, and before November 
1, 1908, for which a bill has not been rendered before January 1, 1909, a bill 
shall be treated as having been first rendered on December 31, 1908. 

(b) NoNPRoFIT HOSPITALS. — Section 4258 (relating to exemptions 
from tax on communications) is amended by adding at the end thereof 
the following new subsection: 

(h) NoxraoFIT HosPITALs. — No tax shall be imposed under sectiou 4251 on 
any amount paid by a nonprofit hospital for services furnished to such organiza- 
tion. For purposes of this subsection, the term "nonprofit hospital" means a hos- 
pital referred to in section 503(b) (5) which is exeznpt from income tax under 
section 501(a). 

(c) EFFEGTIVE DATE. — The amendments made by subsections (a) 
and (b) shall apply to amounts paid pursuant to bills first rendered 
on or after April 1, 1960, for services rendered on or after such date. 
In the case of amounts paid pursuant to bills rendered on or after such 
date for selwices which were rendered before such date and for which 
no previous bill was rendered, such amendments shall apply except 
with respect to such services as v;ere rendered more than 2 months 
before such elate. In the case of services rendered more than 0 months 
before such date, the provisions of subchapter B of chapter 83 of the 
Code in eA'ect at the time such services were rendered, subject to the 
provision of section 701(b) (9) of the Excise Tax Reduction Act, of 
1905, shall apply to the amounts paid for such services. 

TITLE III — MISCELLANEOUS PROVISIONS 
SEC. 301. DISALLOWANCE OF DEDUCTION FOR CERTAIN INDIRECT CONTRIBUTIONS 

To POLITICAL PARTIES. 

(a) DIsAI, I, owANCE. — Part IX of subclrapter B of chapter 1 (relat- 
ing to items not deductible) is amended by adding at the end thereof 
the following new section: 
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SEC. 276. CERTAIN INDIRECT CONTRIBUTIONS TO POLITICAI. 
PARTIES. 

(a) DIGALLowANcE CF DEDUcTIGN. — No deduction otherwise allowable under 
this chapter shall be allowed for any amount paid or incurred for— 

(1) advertising in a convention program of a politcal party, or in any 
other publication if any part of the proceeds of such publication directly or 
indirectly inures (or is intended to inure) to or for the use of a political 
party or a political candidate, 

(2) admission to any dinner or prograru, if any part of the proceeds of 
such dinner or program directly or indirectly inures (or is intended to inure) 
to or for the use of a political party or a political candidate, or 

(8) admission to an inaugural ball, inaugural gala, inaugural parade, or 
inaugural concert, or to any similar event which is identified with a political 
party or a political candidate. 

(b) DEI IvrrroNs. — For purposes of this section— 
(I) Por. ITICAL, FARTT. — The term "political party" means— 

(A) a political party; 
(B) a National, State, or local committee of a political party; or 
(C) a committee, association, or organization, whether incorporated 

or not, which directly or indirectly accepts contributions (as defined in 
section 271(b) (2) ) or make expenditures (as defined in section 271(b) 
(8) ) for the purpose of influencing or attempting to influence the 
selection, nomination, or election of any individual to any Federal, State, 
or local elective public office, or the election of presidential and vice- 
presidential electors, whether or not such individual or electors are 
selected, nominated, or elected. 

(2) PRCOEEDS INURING To oR FoR THE UGE CF PCLITIOAL OANDIDATES. — Pro- 
ceeds shall be treated as inuring to or for the use of a political candidate 
only if— 

(A. ) such proceeds may be used directly or indirectly for the purpose 
of furthering his candidacy for selection, nomination, or election to any 
elective public office, and 

(B) such proceeds are not received by such candidate in the ordinary 
course of a trade or business (other than the trade or business of holding 
elective public office). 

(c) CRoss REFERENOE. — 
For disallowace of certain entertainment, etc. , expenses, see section 

274. 

(b) CLERIGAL AMEND%KENT. — The table of sections for such part 
IX is amended by adding at the end thereof the folloiving new item: 

Sec. 276. Certain indirect contributions to political parties. 

(c) EFFEUTIvE DArE. — The amendments made by subsections (a) 
and (b) shall apply to taxable years beginning after Deceinber M, 
1965, but only Ivith respect to amounts paid or incurred after the date 
of the enactment of this Act. 
SEC. 302. BENEFITS AT AGE 72 FOR CERTAIN UNINSURED INDIVIDUALS. 

(a) MUNTHLT BENEFITS. — Title II of the Social Security Act Is 
amended by adding at the end thereof the folloiving new section: 

BENEFITS AT AGE 72 FOR CERTAIN UNINSURED INDIVIDUALS 

Eligibility 

Sec. 228. (a) Everv individual who— 
(I) has attained the age of 72, 
(2) (A) attained such age before 1968, or (B) has not less than 8 quarters 

of coverage, whenever acquired, for each calendar year elapsing after 1966— 
and before the year in which he attained such age, 

(8) is a resident of the United States (as defined in subsection (e) ), and is 
(A) a citizen of the United States or (B) an alien laIvfully admitted for 
permanent residence who has resided in the United States (as defined in 



section 210(i) ) continuously during the 6 years immediately preceding the 
month in which he files application under this section, and 

(4) has filed application for benefits under this section, 
shall (subject to the limitations in this section) be entitled to a benefit under 
this section for each month beginning with the first month after Septeruber 1066 
in which he becomes so entitled to such benefits and ending with the month 
preceding i. he month in which he dies. iVo application under this section which 
is filed by an individual more than 3 months before the first month in v hich he 
meets the requirements of paragraphs (1), (2), and (3) shall be accepted as an 
application for purposes of this section. 

Benefit Amount 

(b) (1) Except as provided in paragraph (2), the benefit amount to which 
an individual is entitled under this section for any month shall be $35. 

(2) If both husband and wife a. re entitled (or upon application would be 
entitled) to benefits under this section for any month, the amount of the 
husband's benefit for such month shall be $35 and the amount of the wife' s 
benefit for such month shall be $17. 50. 

Reduction for Governmental Pension System Benefits 

(c) (1) The benefit amount of any individual under this section for any month 
shall be reduced (but not below zero) by the amount of any periodic benefit 
under a govermental pension systein for which he is eligible for such month. 

(2) In the case of a husband and wife only one of whom is entitled to 
benefits under this section for any month, the benefit amount, after any 
reduction under paragraph (1), shall be further reduced (but not below 
zero) by the excess (if any) of (A) the total amount of any periodic benefits 
under governmental pension systems for which the spouse who is not entitled 
to benefits under this section is eligible for such month, over (B) $17. 50. 

(3) In the case of a husband aud wife both of whom are entitled to 
benefits under this section for any month— 

(A) the benefit amount of the wife, after any reduction under para- 
graph (1), shall be further reduced (but not below zero) by the excess 
(if any) of (i) the total amount of any periodic benefits under 

governmental pension systems for which the husband is eligible for 
such month, over (ii) $35, and 

(B) the benefit amount of the husband, after any reduction under 
paragraph (1), shall be further reduced (but not below zero) by the 
excess (if any) of (i) the total amount of any periodic benefits under 
governmental pension systems for which the wife is eligible for such 
month, over (ii) $17. 60. 

(4) For lmrposes of this subsectio~, in determining whether an individual 
is eligible for periodic benefits under a goverumental pension system— 

(A) such individual shall be deemed to have filed application for such 
benefits, 

(B) to the extent that entitlement depends on an application by such 
individual's spouse, such spouse shall be deemed to have filed application, 
and 

(C) to the extent that entitlement depends on such individual or 
his spouse having retired, such individual and his spouse shall be deemed 
to have retired before the month for which the dcterruination of 
eligibility is being made. 

(5) For purposes of this subsection, if any periodic benefit is payable on 
any basis other than a calendar month, the Secretary shall allocate the 
amount of such benefit to the appropriate calendar months. 

(6) If, under the foregoing provisions of this section, the amount payable 
for any month would be less than $1, such amount shall be reduced to zero. 
In the case of a husband and wife both of whom are entitled to benefits 
under this section for the month, the preceding sentence shall be applied 
with respect to the aggregate amount so payable for such month. 

(7) If any benefit amount computed under the foregoing provisions of 
this section is not a multiple of $0. 10, it shall be raised to the next higher 

ultiple of $0. 10. 
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(8) Under regulations prescribed by the Secretary, benefit payments under 
this section to an individual (or aggregate benefi~t payments under this 
section in the case of a husband and wife) of less than gfi may be accumulated 
until they equal or exceed $o. 

Suspension for Months in Which Cash Payments Are Made Under Public 
Assistance 

(d) The benefit to which any individual is entitled under this section for any 
month shall not be paid for such month if— 

(1) such individual receives aid or assistance in the form of money 
payments in such month under a State plan approved under title I, IV, X, 
XIV, or XVI, or 

(2) such individual's husband or wife receives such aid or assistance in 
such month, and under the State plan the needs of such individual were 
taken into account in determining eligibility for (or amount of) such aid 
or assistance, 

unless the State agency administering or supervising the administration of such 
plan notifies the Secretary, at such time and in such manner as may be prescribed 
in accordance with regulations of the Secretary, that such payments to such 
individual (or such individual's husband or wife) under such plan are being 
ter&ninated with the payment or payments made in such mouth. 

Suspension Where Individual Is Residing Outside the United States 

(e) The benefit to which any individual is entitled under this section for any 
month shall not be paid if, during such month, such individual is not a resident 
of the United States. For purposes of this subsection the term "United States" 
means the 50 States and the District of Columbia. 

Treatment as llonthly Insurance Benefits 

(f) For purposes of subsections (t) and (u) of section 202, and of section 
1840, a monthly benefit under this section shall be treated as a monthly insurance 
benefit payable under section 202. 

Annual Reimbursement of Federal Old-Age and Survivors Insurance Trust Fund 

(g) There are authorized to be appropriated to the Federal Old-Age and 
Survivors Insurance Trust Fund for the fiscal year ending June 80, 1969, and 
for each fiscal year thereafter, such sums as the Secretary of Health, Education, 
and Welfare deems necessary on account of— 

(1) payments made under this section during the second preceding fiscal 
year and all fiscal years prior thereto to individuals who, as of the beginning 
of the calendar year in which falls the month for which payment was made, 
had less than 8 quarters of coverage. 

(2) the additional administrative expenses resulting from the payments 
described in paragraph (1), and 

(3) any loss in interest to such Trust Fund resulting from such payments 
and expenses. 

in order to place such Trust Fund in the same position at the end of such fiscal 
year as it would have been in if such payments had not been made. 

Definitions 

(h) For purposes of this section— 
(1) The term "quarter of coverage" includes a quarter of coverage as 

defined in section fi(1) of the Railroad Retirement Act of 1987. 
(2) The term "governmental pension system" means the insurance system 

established by this title or any other system or fund established by the 
United States, a State, any political subdivision of a State, or any whofiy 
owned instrumentality of any one or more of the foregoing which provides for 
payment of (A) pensions, (B) retirement or retired pay, or (C) annuities 
or similar amounts payable on account of personal services performed by 
any individual (not including any payment under any workmen's compen- 
sation law or any payment by the Veterans' Administration as conspeu- 
sation for service-&. onnected disability or death) . 
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(3) The term "periodic benefi" includes a benefit payable in a lump sum 
if it is a commutation of, or a substitute for, periodic payments. 

(4) The determination of whether an individual is a husband or wife for 
any month shall be made under subsection (h) of section 210 without regard 
to subsections (b) and (f) of section 210. 

(b) CERTAIN APPLIGATIoNs UNDER 1965 AMENDMENTS. — Foi' pur- 
poses of paragraph (4) of section 228(a) of the Social Security Act 
(added by subsection (a) of this section), an application filed under 
section 103 of the Social Security Amendments of 1965 before July 
1966 shall be regarded as an application under such section 228 and 
shall, for purposes of such paragraph and of the last sentence of such 
section 228(a), be deemed to have been filed in July 1966 unless the 
person by whom or on whose behalf such application was filed notifies 
the Secretary that he does not want such application so regarded. 

SEC. 303. TEMPORARY DUTY-FREE ENTRY FOR GIFTS FROM MEMBERS OF ARMED 
FORCES IN COMBAT ZONES. 

(a) GIFTS COSTING $50 oR I. ESS, — Subpart B of part 1 of the appen- 
dix to the Tari8 Schedules of the United States (19 U. S. C. 1202) is 
amended by inserting after item 915. 20 tlie following new item: 
915. 25 Articles constituting abonafidegif 

from a member of the Armed 
Forces of the United States 
serving in a combat, zone 
(within the meaning of section 
112(c) of the Internal Revenue 
Code of 1954) to the extent 
such articles in any shipment 
do not exceed $50 in aggregate 
retail value in the country of 
shipment and with such limita- 
tions on the importation of 
alcoholic beverages and tobacco 

roducts as the Secretary of the 
reasury may prescribe, if such 

articles were purchased in or 
through authorized agencies of 
the Armed Forces of the United 
States or in accordance with 
regulations prescribed by the 
Secretary of Defense Free (sce 

head- 
note 2 
of this 
sub- 
part) 

Free (see 
head- 
note 2 
of this 
sub- 
part) 

On or 
before 
12/31/57 

(b) CLERIcAL AMENDMENT. — Headnote 2 for subpart B of part 1 
of such appendix is amended by striking out "item 915. 20" and insert- 
nlg in lieu thereof. "items 915. 20 and 915. 25". 

(c) EFFEGTIYE DATE. — The amendments made by this section shall 
apply with respect to articles entered, or u ithdrawn from warehouse, 
for consumption after the date of the enactment of this Act. 

Approved March 15, 1966, 8:15 p. m. 
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PUBLIC LA%V 89 — 384 
KICvFITY-NIXTH CONGRESS, APRIL 8, 1966 

H. R. 6319' 

An Act to amend the Internal Revenue Code of 1954 to provide for 
treatment of the recovery of losses arising from expropriation, interven- 
tion, or confiscation of properties by governments of foreign countries, 
and to amend title XVIII of the Social Security Act to extend the initial 
enrollment period for supplementary ntedical insurance benefits. 

Be it enacted by the 8enate and House of Aepresentatives of the 
United 8tates of Americain Congress assembled. 
SECTION 1. RECOVERIES OF FOREIHN EXPROPRIATION LOSSES. 

(a) Subchapter Q of chapter 1 of the Internal Revenue Code of 1954 
(relating to readjustment of tax between years) is amended by adding 
at the end thereof the following new part: 

PART VII — RECOVERIES OF FOREIGN EXPROPRIATION LOSSES 

Sec. 1851. Treatment of recoveries of foreign expropriation losses. 

Scc. 1351. Treatment of Recoveries of Foreign Expropriation Losses. 

(a) ELECTION. — 
(1) IN GENERAL. — This section shall apply only to a recovery, by a domestic 

corporation subject to the tax imposed by section 11 or 802, of a foreign 
expropriatiou loss susi. ained by such corporation and only if such corporation 
was subject to the tax imposed by section 11 or 802, as the ease may be, for 
the year of the loss and elects to have the provisions of this section apply with 
respect to such loss. 

(2) TIME, MAxxza, Axn scoPE. — An election umler paragraph (1) shall 
be Inade at such time and in such mauner as the Secretary or his delegate 
may prescribe by rcgulatious. An election made with respect to any foreign 
expropriation loss shall apply to all recoveries in respect of such loss. 

(b) DEFINITICN CF FGREIGN EEPRGPRIATIGN Loss. — For purposes of this section, 
the term "foreign expropriation loss" means any loss sustained by reason of the 
expropriation, intervention, seizure, or sitnilar taking of property by the govern- 
ment of any foreign country, any political subdivision thereof, or any agency or 
instrumentality of the foregoing. For purposes of the preceding sentence, a 
debt which becomes worthless shall, to the extent of any deduction allowed under 
section 166 (a), be treated as a loss. 

(c) AIIOUNT oz Rzcovrzx. — 
(1) GENzRAI. RULE. — Thc amount of any recoverv of a foreign expropria- 

tion loss is the amount of money and the fair market value of other property 
received in respect of such loss, detcrnlincd as of the date of receipt. 

(2) SPEcIAL RULE FoR LII'L' INSURANcE coMPANIES. — The amount of any 
recovery of a foreign expropriation loss includes, in the ease of a life 
insurance company, the amount of decrease of any item taken into account 
under section 810(c), to the extent such decrease is attributable to the 
release, by reason of such loss, of its liabilities with respect to such item. 

(d) AOJUsTMENT FoR PRIoR TAx BENEFITS. — 
(1) Ix GENERAI. . — That part. of the amount of a recovery of a foreign 

expropriation loss to which this section applies which, when added to the 
aggregate of the amounts of previous recoveries Ivith respect to such loss 
does not exceed the allowable deductions in prior taxable years on account of 
such loss shall be excluded from gross income for the taxable year of the 
recovery for purposes of computing the tax under this subtitle; but there 
shall be added to, and assessed and collected as a part of. the bax under this 
subtitle for such taxable year an amount equal to the total increase in the 
tax under this subtitle for all taxable years which would result by decreas- 
ing, in an amount equal to such part of the recovery so excluded, the deduc- 

' This publication of the luw is restricted to cxccrpta involving internal revenue matters ' 

Senate ltcport No. 1091, page 521, this Bulletin; House Rcport No. 1125 is not published 
heroin. 
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tions allowable in the prior taxable years on account of such loss. For 
purposes of this paragraph, if the loss to which the recovery relates was 
taken into account as a loss from the sale or exchange of a capital asset, 
the amount of ihe loss shall be treated as an allowable deduction even though 
there were no gains against which to allow such loss. 

(2) CoxfPUTATIo V. — The increase in the tax for each taxable year referred 
to in paragraph (1) shall be computed in accordance with regulations pre- 
scribed by the Secretary or his delegate. Such regulations shall give effect 
to previous recoveries of any kind (including recoveries described in section 
111, relating to recovery of bad debts, etc. ) with respect to any prior taxable 
year, but shall otherwise treat the tax previously determined for any taxable 
year in accordance with the principles set forth in section 1814(a) (relatin 
to correction of errors). Subject to the provisions of paragraph (8), all 
credits allowable against the tax for any taxable year, and all carryovers 
and carrybacks affected by so decreasin ' the allowable deductions, shall be 
taken into account in computing the increase in the tax. 

(8) FoREIGN TxxEs. — For purposes of this subsection— 
(A) any choice nlade under subpart A of part III of subchapter iV 

(relating to foreign tax credit) for any taxable year may be changed, 
(B) subject to the provisions of section 904(b), an election to have 

the limitation provided by section 904(a) (2) apply may be made, and 
(C) notwithstanding section 904(b) (1), an election previously made 

to have the limitation provided by section 904(a) (2) apply may be 
revoked with respect to anr taxable year and succeeding taxable years. 

(4) SUBsTFlUTIox oF cURRENT NGR'AIAL TAx AND sURTAx RATEs. — For pur- 
poses of this subsection, the normal tax rate provided by section 11(b) and 
the surtax rate provided by section 11(c) Il hich are in effect for the taxable 
year of the recovery shall be treated as havin been in effect for all prior 
taxable years. 

(e) GAIN oN REcovERY. — That part of the atoount of a recovery of a foreign 
expropriation loss to which this section applies which is not excluded from gross 
incolne under subsection (d) (1) shall be considered for the taxable year of the 
recovery as gain on the involuntary conversion of property as a result of its de- 
struction or seizure and shall be recognized or not recognized as provided in sec- 
tion 1088. 

(f) BAsIs oF REcovERED PRoPERTY. — The basis of property (other than money) 
received as a recovery of a foreign expropriation loss to which this section applies 
shall be an amount equal to its fair market value on the date of receipt, reduced 
by such part of the gain under subsection (e) which is not recognized as pro- 
vided in section 1038. 

(g) REsTORATICN QF VALUE oF INYEsTMENTs. — For purposes of this section, if 
the value of any interest in, or with respect to, property (including any interest 
represented by a security, as define in section 165(g) (2) )— 

(1) which became worthless by reason of the expropriation, intervention, 
seizure, or similar tal'ing of such property by the government of any foreign 
country, any political subdivision thereof, or any agency or instrumentality 
of the foregoing, and 

(2) which was taken into account as a loss from the sale or exchange of 
a capital asset or with respect to which a deduction for a loss was allowed 
under section 165 or a deduction for a bad debt was allowed under section 
166, 

is restored in whole or in part by reason of any recovery of money or other prop- 
erty in respect of the property which became Ivorthless, the value so restored shall 
be treated as property received as a recovery in respect of such loss or such bad 
debt. 

(h) SPECIAL, RULE FoR EvIDENOEs oF INDERTEDNEss. — Bonds or other evidences 
of indebtedness received as a recovery of a foreign expropriation loss to which 
this section applies shall not be considered to have any original issue discount 
lvithin the meaning of section 1282(a) (2). 

(i) ADJUsTMENTs FoR SUccEEDING YEARs. — For purposes of this subtitle, prop- 
er adjustment shall be made, under regulations prescribed by the Secretary or 
his delegate, in— 

(1) the credit under section', 38 (relating to foreign tax credit), 
(2) the credit under section 88 (relating to investment credit), 
(8) the net operating loss deduction under section 172, or the operations 

loss deduction under section 812, 



(4) the capital loss carryover under section 1212(a), and 
(fi) such other items as may be specifie by such regulations, 

for the taxable year of a recovery of a foreign expropriation loss to which this 
section applies, and for succeeding taxable years, to take into account items 
changed in making the computations under subsection (d) for taxable years prior 
to the taxable year of such recoveIy. 

(b) (1) Part II of subchapter B of chapter 1 of the Internal Revenue 
Code of 1954 (relating to items specifically included in gross income) 
is amended by adding at the end thereof the following new section: 
SEC. 80. RESTORATION OF VALUE OF CERTAIN SECURITIES. 

(a) GENERAL RULE. — In the ease of a domestic corporation subject to the tax 
imposed by section 11 or 802, if the value of any security (as defined in section 
165(g)(2))— 

(1) which became worthless by reason of the expropriation, intervention, 
seizure, or similar taking by the government of any foreign country, any 
political subdivision thereof, or any agency or instrumentality of the fore- 
going of property to which such security was related, and 

(2) which was taken into account as a loss from the sale or exchange of a 
capital asset or with respect to which a deduction for a loss was allowed 
under section 165. 

is restored in whole or in part during any taxable year by reason of any re- 
covery of money or other property in respect of the property to which such secu- 
rity was related, the value so restored (to the extent that, when added to the 
value so restored during prior taxable years, it does not exceed the amount of 
the loss described in paragraph (2) ) shall, except as provided in subsection (b), 
be included in gI'oss income for the taxable year in which such restoration occurs. 

(b) REDUGTIQN FCR FAILURE To REGElvE TAx BENEFIT. — The amount other- 
wise includible in gross income under subsection (a) in respect of any security 
shall be reduced by an amount equal to the amount (if any) of the loss described 
in subsection (a) (2) which did not result in a reduction of the taxpayer's tax 
under this subtitle for any ta~able year, determined under regulations prescribed 
by the Secretary or his delegate. 

(e) CHARAOTER OF INco~E. — For purposes of this subtitle— 
(1) Except as provided in paragraph (2), the amount included in gross 

income under this section shall be treated as gain from the sale or exchange 
of property which is neither a capital asset nor property described in section 
1281. 

(2) If the loss described in subsection (a) (2) was taken into account as 
a loss from the sale or exchange of a capital asset, the amount included 
in gross income under this section shall be treated as long-term capital gain. 

(d) TREATMENT UNDER FCREIGN ExPRCPRIATICN Loss REcovERT PRCVIRIO¹ 
This section shall not apply to any recovery of a foreign expropriation loss to 
which section 1861 applies. 

(9) The table of sections for such part II is amended by adding at 
the end thereof the following: 

See. 80. Restoration of value of certain securities. 

(8) The amendments made by this subsection shall apply to taxa"le 
years beginning after December 81, 1965, but only with respect to losses 
described in section 80(a) (2) of the Internal Revenue Code of 1954 
(as added by paragraph (1) of this subsection) which were sustained 
after December 81, 1958. 

(c) (1) Section 46(a) (8) of the Internal Revenue Code of 1954 
(relating to liability for tax for purposes of the investment credit) is 
amended by inserting after "personal holding company tax)" the fol- 
lowing: ", and any additional tax imposed for the taxable year by 
section 1851(d) (1) (relating to recoveries of foreign expropriation 
losses), ". 

(2) Section 901(a) of such Code (relating to foreign tax credit) is 
amended by inserting after "section 1888 (relating to war loss recov- 



41, 7 

eries)" in the last sentence thereof "or under section 1351 (relating to 
recoveries of foreign expropriation losses) ". 

(d) Subchapter B of chapter 62 of the Internal Revenue Code of 
1954 (relating to time and place for paying tax) is amended by adding 
at the end thereof the following new section: 
SEC. 6167. EXTENSION OF TIME FOR PAYMENT OF TAX ATTRIBUTABLE TO RE- 

COVERY OF FOREIGN EXPROPRIATION LOSSES. 
(a) ExTENsICN ALLowED DY ELEcTIoN. — If— 

(I) a corporation has a recovery of a foreign expropriation loss to which 
section 1861 applies, and 

(2) the portion of the recovery received in money is less than 2, ~ percent 
of the amount of such recovery (as defiucd in section 1851(c) ) and is not 
greater than the tax attributable to such recovery. 

the tax attributable to such recovery shall, at the electiou of the taxpayer, be 
payable in 10 equal installments on the 15th day of the third month of each of 
the taxable years following the taxable year of the recovery. Such election 
shall be made at such time and in such manner as the Secretary or his delegate 
may prescribe by regulations. If an election is made under this subsection, the 
provisions of this subtitle sha. ll apply as though the Secretary or his delegate 
were extending the time for payment of such tax. 

(b) EETENsICN PEREIITTEO RY SEcRETARY. — If a corporation has a recovery 
of a foreign expropriation loss to which section 18:r1 applies and if an election 
is not made under subsection (a), the Secretary or his delegate may, upon find- 
ing that the payment of the tax attributable to such recovery at the time other- 
wise provided in this subtitle would result in undue hardship, extend the time for 
payment of such tax for a reasonable period or periods not in excess of 9 years 
from the date on which such tax is otherwise payable. 

(c) AccELERATICN CF PAYIIEivTs. — If— 
(1) an election is made under subsection (a), 
(2) during any taxable year before the tax attributable to such recovery 

is paid in full— 
(A) any property (other than money) received on such recovery is 

sold or exchanged, or 
(B) any property (other than money) received on any sale or ex- 

change described in subparagraph (A) is sold or exchanged, and 
(8) the amount of money received on such sale or exchange (reduced 

by the amount of the tax imposed under chapter 1 with respect to such 
sale or exchange), when added to the amount of money— 

(A) received on such recovery, and 
(B) received ou previous sales or exchanges described in subpara- 

graphs (A) and (B) of paragraph (2) (as so reduced), 
exceeds the amount of money which may be received under subsection (a) (2), 

an amount of the tax attributable to such recovery equal to such excess shall be 
pavable on the 16th day of the third month of the taxable year following the 
taxable year in which such sale or exchange occurs. The amount of such tax so 
paid shall be treated, for purposes of this section, as a payment of the first un- 
paid installment or installments (or portion thereof) which become payable 
under subsection (a) following such taxable year. 

(d) PRCRATICN oF DEFIcIENOY To INETALLIIENTS. — If an election is made under 
subsection (a), and a deficiency attributable to the recovery of a foreign expro- 
priation loss has been assessed, the deficiency shall be prorated to such install- 
ments. The part of the deficiency so prorated to any installment the date for 
payment of which has not arrived shall be collected at the same time as, and 
as part of, such installment. The part of the deficiency so prorated to any 
installment the date for payment of Ivhich has arrived shall be paid upon notice 
and demand from the Secretary or his delegate. This subsection shall not 
apply if the deficiency is due to negligence, to intentional disregard of rules 
aud regulations, or to fraud with intent to evade tax. 

(e) TIME FDR PAYMEivT CF IivTEREsT. — If the time for payment for any amount 
« tax has been extended under this section, interest payable under section 6601 
on any unpaid portion of such amount shall be paid annually at the same time 
as, and as part of, each iustallment payment of the tax. Interest, on that part 
of a deficiency prorated under this section to a. ny installment the date for pay- 
ment of which has not arrived, for the period before the date fixed for the last 
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installment preceding the assessment of. the deficiency, shall be paid upon 
notice and demand from the Secretary or his delegate. In applying section 
0001(j) (relating to the application of the 4-percent rate of interest in the 
case of recoveries of foreign expropriation losses to which this section applies) 
in the case of a deficiency, the entire amount which is prorated to installments 
under this section shall be treated as an amount of tax the payment of which 
is extended under this section. 

(f) TAx ATTRIBUTABLE To REcovERY oF FCREIGN ExPRCPRzA. TIolv Loss, — For 
purposes of this section, the tax attributable to a recovery of a foreign expro- 
priation loss is the sum of— 

(1) the additional tax imposed bv section IM1(d) (1) on such recovery, 
and 

(2) the amount by which the tax imposed under subtitlte A is increased 
by reason of the gain on such recovery which under section 13o1(e) is con- 
sidered as gain on the involuntary conversion of property. 

(g) FAILURE To PAY INGTALLMElvT. — If any installment under this section is 
not paid on or before the date fixed for its payment by this section (including 
any extensi&m of time for the payment of such installment), the unpaid portion 
of the tax payable in installments shall be paid upon notice and demand from 
the Secretary or his delegate. 

(h) CROSS-REFERENCES. — 
(1) INTEREBT. — For provisions requiring the payment of interest at the 

rate of 4 percent per annum for the period of an extension, see section 
6001(j). 

(2) SEOURITY. — For authority of the Secretary or his delegate to require 
security in the case of an extension under this section, see section 6165. 

(3) PERIoD oF LIMITATIolv. — For extension of the period of limitation in 
the case of an extension under this section, see section 6003 (f ) . 

(e) Section 6508 of the Internal Revenue Code of 1954 (relating to 
suspension of running of period of limitation) is amended by redesig- 
nating subsection (f) as (g), and by inserting after subsection (e) 
the following new subsection: 

(f) EXTENSIONS OF TIXfE FOR PAYMENT OF TAX ATTRIBUTABLE To RECOVERIES 
oF FGREIGN ExPROPRIATIGN LossEs. — The running of the period of limitations for 
collection of the tax attributable to a recovery of a foreign expropriation loss 
(within the meaning of section 0167(f) ) shall be suspended for the period of 
any extension of time for pavment under subsection (a) or (b) of section 6167. 

(f) Section 6601 of the Internal Revenue Code of 1954 (relating 
to interest on underpayments) is amended by redesignating subsection 
(j) as (k), and by inserting after subsection (i) the following new 
subsection: 

(j) ExTElvsIONs oF TIIIE FoR?AYMENT oF TAx ATTRIBUTABLE To REcovERms 
oF FOREIGN ExPRoPRIATIoN IossEs. — If the t™e for payment of an amount of 
the tax attributable to a recovery of a foreign expropriation loss (within the 
meaning of section 6167(f) ) is extended as provided in subsection (a) or (b) 
of section 6167, interest shall be paid at the rate of 4 percent, in lieu of 6 per- 
cent as provided in subsection (a) . 

(g) (1) The table of parts for subchapter Q of chapter 1 of the In- 
ternal Revenue Code of 1954 is amended by adding at the end thereof 
the following: 

Part VII. Recoveries of foreign expropriation losses. 

(0) The table of sections for subclrapter 8 of chapter 69 of such 
Code is amended by adding at the end thereof the following: 
Sec. 6167. Extension of time for payment of tax attributable to recoverv of 

foreign expropriation losses. 
SEC. 2. EFFECTIVE DATE. 

The amendments made by section 1 (except subsection (b) ) shaH 

apply with resllect to amounts received after December 81, 1964, in 
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respect of foreign expropriation losses (as defined in section 1351(b) 
of the Internal Revenue Code of 1954 added by section 1(a) ) sustained 
after December 81, 1958. 

Approved April 8, 1966, 12:15 p. m. 

PUBLIC LAW 89 — 389 
EIGHTY-NINTH CONGRESS, APRIL 14, 1966 

H. R. 9883' 
An Aet to amend subchapter S of chapter 1 of the Internal Rev- 

enue Code of 1So4, and for other purposes. 

Be it enacted by the 8enate and House of Representatitles of the 
United 8tates of America in Congress assembled, That (a) (1) sec- 
tion 1375 of the Internal Revenue Code of 1954 (relating to special 
rules applicable to distributions of electing small business corpora- 
tions) is amended by adding at the end thereof the following net 
subsection: 

(f) DISTRIBUTIONS WITHIN 21/n-MONTH PEBIOD AFTER CLOSE OF TAXABLF. 
YFMR. — 

( 1 ) DISTRIBVTIONS CONSIDERED AS DISTRIBUTIONS OF ViVI)ISTRIBUTED 
TAxABLE INcoxfE. — Any distribution of money made by a corporation 
after the close of a taxable year with respect to which it was an elect- 
ing small business corporation and on or before the loth day of the third 
month following the close of such taxable year to a person ivho was 
a shareholder of such corporation at the close of such taxable year shall 
be treated as a distribution of the corporation's undistributed taxable 
income for such year, to the extent such distribution (when adiled to 
the sum of all prior distributions of money made to such person by 
such corporation following the close of such year) does not exceed such 
person's share of the corporation's undistributed taxable income for such 
rear. Any distribution so treated shall, for purposes of this chapter, 
be consiclered a distribution which is not a dividend, and the earnings 
and profits of the corporation shall not be reduced by reason of such 
distribution. 

(2) SHARE oF UNDIsTRIBUTED TAxABLE INOOIIE. — For purposes of para- 
graph (1), a person's share of a corporation's undistributed taxable 
income for a taxable year is the amount required to be included in his 
gross income under section 1373(b) as a shareholcler of such corpora- 
tion for his taxable year in ivhieh or with which the taxa. ble year of 
the corporation ends. 

(S) ELEcTICN UNDER sUBBEcTIoN (e). — Paragraph (1) shall not apply 
to any distribution v-ith respect to which an election under subsection 
(e) applies. 

(2) Subsection (e) of section 1875 of the Internal Revenue Code of 
1954 is repealed effective with respect to distributions made after the 
close of any taxable year of the corporation beginning after the date 
of the enactment of this Act. 

(b) Section 1875(d) (2) (B) (ii) of such Code is amended by strik- 
ing out "under paragraph (1)" and inserting in lieu thereof "under 
subsection (f) or paragraph (1) of this subsection". 

(c) Except as provided by subsection (d), the amendments made by 
subsections (a) (1) and (b) shall apply only Ivith respect to distribu- 
tions made after the date of the enactment of this Act. 

' Senate Report No. 1007, page o43, this Bulletin; since Honse Report Nn. 1233 is sub- 
stantially the same as the Senate Report, it is not publishe&1 herein. 
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(d) (1) The amendments made by subsections (a) (1) and (b) shall 
also apply with respect to distributions of money (other than distri- 
butions with respect 'to which an election under section 1375 (e) of the 
Internal Revenue Code of 1954 applies) made by a corporation on or 
before the date of the enactment of this Act and on or after the date 
of the first, distribution of money during the taxable year designated 

by the corporation if— 
(A. ) such corporation elects to have such amendments apply 

to all such distributions made by it, and 
(B) except as otherwise provided by this subsection, all per- 

sons (or their personal representatives) who were shareholders 
of such corporation at any time on or after the date of such first 
distribution and before the date on which the corporation files 
the election with the Secretary of the Treasury or his delegate 
consent to such election and to the application of this subsection. 

(2) An election by a corporation under this subsection, aud the, 

consent thereto of the persons who are or were shareholders of such 
corporation, shall be made in such manner and within such time as 
the Secretary of the Treasury or his delegate prescribes by re~lations, 
but the period for making such election shall not expire before one 
year after the date on which the regulations prescribed under this 
subsection are published in the Federal Register. 

(3) In applying paragraphs (1) and (9), the consent of a person 
(or his personal representative) shall not be required if, under regula- 
tions prescribed under this subsection, it is shown to the satisfaction 
of the Secretary of the Treasury or his delegate that the liability of 
such person for Federal income tax for any taxable year cannot be 
affected by the election of the corporation of which he is or was a 
shareholder. 

(4) In applying this subsection, the reference in section 1875(f) 
of the Internal Revenue Code of 1954 (as added by subsection (a) (1) ) 
to the 15th day of the third month following the close of the taxable 
year shall be treated as referring to the 15th d. ay of the fourth montli 
following the close of the taxable year. 

(5) The statutory period for the assessment of any deficiency for 
any taxable year against the corporation filing the election or any 
person consenting thereto, to the extent such deficiency is attributable 
to an election under this subsection, shall not, expire before the last day 
of the 9-year period beginning on the date on which the regulations 
prescribed under this subsection are published in the Federal Register; 
and such. deficiency may be assessed at, any time before the expiration 
of such 9-year period, notwitlistanding any law or rule of law which 
would otherwise prevent such assessment. 

(6) If- 
(A) credit or refund of the amount of any overpayment for 

any taxable year attributable to an election under this subsection 
is not prevented, on the date of the enactment of this Act, by 
the operation of any law or rule of law, and 

(B) credit or refund of the amount of such overpayment is 
prevented, by the operation of any law or rule of law (other 
than chapter 74 of the Internal Revenue Code of 1954, relating 
to closing agreements and compromises), at any time on or before 
the expiration of the 9-year period beginning on the date on 
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which the regulations prescribed under this subsection are pub- 
lished in the Federal Register, 

credit or refund of such overpayment may, nevertheless, be allowed 
or made, to the extent such overpayment is attributable to such elec- 
tion, if claim therefor is filed before the expiration of such 2-year 
period. 

(7) If- 
(A) (i) one or more consecutive distributions of money made 

by the corporation after the close of' a taxable year and on or 
before the 15th day of the fourth month following the close 
of the taxable year were substantially the same in amount as 
the undistributed taxable income of such corporation for 
such year, or 

(ii) it is established to the satisfaction of the Secretary of 
the Treasury or his delegate that one or more distributions of 
money made by the corporation during the period described 
in clause (i) were intended to be distributions of the un- 
distributed taxable income of such corporation for the tax- 
able year preceding such period, and 

(B) credit or refund of the amount of any overpayment for 
the taxable year in which such distribution or distributions were 
received is prevented on the date of the enactment of this Act, by 
the operation of any law or rule of law (other than chapter 74 of 
the Internal Revenue Code of 1954, relating to closing agree- 
ments and compromises), 

credit or refund of such overpayment may, nevertheless, be allo~ed or 
made, to the extent such overpayment is attributable to an election 
under this subsection, if claim therefor is filed before the expiration 
of the 2-year period beginning on the date on which the regulations 
prescribed under this subsection are published in the Federal Register. 

(8) No interest on any deficiency attributable to an election under 
this subsection shall be assessed or collected for any period before the 
expiration of the 2-year period beginning on the date on which the 
regulations prescribed under this subsection are published in the 
Federal Register. No interest on any overpayment attributable to 
an election under this subsection shall be allowed or paid for any 
period before the expiration of such 2-year period. 

SEC. 2. (a) Subchapter S of chapter 1 of the Internal Revenue 
Code of 1954 (relat, ing to election by certain small business cor- 
porations as to taxable status) is amended by adding at the end thereof 
the following new section: 
SEC. 1378. TAX IMPOSED ON CERTAIN CAPITAL GAINS. 

(a) GENERAL RULE. — If for a taxable year of an electing small business 
corporation— 

(I) the excess of the net long-term capital gain over the net short-term 
capital loss of such corporation exceeds $25, 000, and exceeds 50 percent of 
its taxable income for such year, and 

(2) the taxable income of such corporation for such year exceeds $25, 000, 
there is hereby imposed a tax (computed under subsection (b) ) on the income 
of such corporation. 

(b) A. MoUNT oF TAx. — The tax imposed bv subsection (a) shall be the lower 
of— 

(I) an amount equal to 25 percent of the amount by which the excess of 
the net long-term capital gain over the net short-term capital loss of the 
corporation for the ta~able year exceeds $25, 000, or 
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(2) an amount equal to the tax which would be imposed by section 11 on 
the taxable income (computed as provided in section 1373(d) ) of the cor- 
poration for the taxable year if the corporation was not an electing small 
business corporation. 

No credit shall be allowable under part IV of subchapter A of this chapter (other 
than under section 39) against the tax imposed by subsection (a). 

(C) EXCEPTIONS. — 
(1) IN GENERAL. — Subsection (a) shall not apply to an electing small busi- 

ness corporation for any taxable year if the election under section 1372(a) 
which is in eftect with respect to such corporation for such taxable year has 
been in eftect for the 3 immediately preceding taxable years. 

(2) XEw coRPoRATIoNs. — Subsection (a) shall not apply to an electing 
small business corporation if— 

(A) it has been in existence for less than 4 taxable years, and 
(B) sn election under section 1372(a) has been in effect with respect 

to such corporation for each of its taxable years. 
(3) PROPERTY WITH SUBSTITUTED BASIS. — If- 

(A) but for paragraph (1) or (2), subsection (a) would apply for 
the taxable year, 

(B) any ion -term capital gain is attributable to property acquired 
by the electing small business corporation during the period beginning 3 
years before the first day of the taxable year and ending on the last day 
of the taxable year, and 

(C) the basis of such property is determined in whole or in part by 
reference to the basis of any property in the hands of another corporation 
which was not an electing small business corporation throughout all of 
the period described in subparagraph (B) before the transfer by such 
other corporation and during Ivhich such other corporation was in 
existence, 

then subsection (a) shall apply for the taxable year, but the amount of the 
tax determined under subsection (b) shall not exceed 25 percent of the ex- 
cess of the net long-term capital gain over the net short-term capital loss 
attributable to property acquired as provided in subparagraph (B) and 
having a basis described in subparagraph (C). 

(b) (1) The table of sections for subchapter S of chapter 1 of such 
Code is amended by adding at the end thereof the following new item: 

Sec. 1378. Tax imposed on certain capital gains. 

(2) Section 1372(b) (1) of such Code (relating to effect of election 
by small business corporation) is amended by inserting "(other than 
the tax imposed by section 1878)" after "this chapter". 

(8) Section 1378(c) of such Code (relating to definition of undis- 
tributed taxable income) is amended by inserting "the sum of (1) 
the tax imposed by section 1878(a) and (2)" after "minus". 

(4) Section 1875(a) of such Code (relating to treatment of capital 
gains in the hands of shareholders) is amended by adding at the end 
thereof the following new paragraph: 

(3) BEDUcTICN PCR TAx IMPosED BY sEcTIoN 1373. — For purposes of para- 
graphs (1) and. (2), the excess of an electing small business corporation's 
net long-term capital gain over its net short-term capital loss for a taxable 
year shall be reduced by an amount equal to the amount of the tax imposed 
by section 1378(a) on the income of such corporation for such year. 

(5) Section 46(a) (3) of such Code (relating to liability for tax for 
purposes of the credit for investment in certain depreciable propertV) 
is amended by striking out "or by section 541 (relating to personal 
holding company tax)" and inserting in lieu thereof ", section 541 
(relating to personal holding company tax), or section 1878 (relating 
to tax on certain capital gains of subchapter S corporations) ". 

(c) The amendments m~ade by this section shall apply with respect 
to taxable years of electing small business corporations beginning 
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after the date of the enactment of this Act, but such amendments shall 
not apply with respect to sales or exchanges occurring before February 
24, 1966. 

SEc. 3. (a) Section 1372(e) (5) of the Internal Revenue Code of 
1954 (relating to termination of election by small business corpora- 
tions) is amended to read as follows: 

(5) PxsszvE xNvEsTlrsNT txcoNs. — 
(A) Except as provided in subparagraph (B), an election under 

subsection (a) made by a small business corporation shall terminate if, 
for any taxable year of the corporation for which the election is in 
effect, such corporation has gross receipts more than 20 percent of which 
is passive investment income. Such termination shall be effective for 
the taxable year of the corporation in which it has gross receipts of 
such amount, and for all succeeding taxable years of the corporation. 

(B) Subparagraph (A) shall not apply with respect to a taxable 
year in which a small business corporation has gross receipts more than 
20 percent of which is passive investment income, if- 

(i) such taxable year is the first taxable year in which the cor- 
poration commenced the active conduct of any trade or business or 
the next succeeding taxable year; and 

(ii) the amount of passive investment income for such taxable 
year is less than $3, 000. 

((') For purposes of this paragraph, the term "passive investmeut 
income" means gross receipts derived from royalties, rents, dividends, 
interest, annuities, and sales or exchanges of stock or securities (gross 
receipts from such sales or exchanges being taken into account for pur- 
poses of this paragraph only to the extent of gains therefrom). 

(b) The amendment made by subsection (a) shall apply to taxable 
years of electing small business corporations ending after the date of 
the enactment of this Act. Such amendment shall also apply vvith 
respect to taxable years beginning after December 31, 1962, and ending 
on or before such date of enactlnent, if (at, such time ancl in such 
manner as the Secretary of the Treasury or his delegate prescribes by 
regulations)— 

(1) the corporation elects to have such amendment so apply, 
ann 1 

(2) aH persons (or their personal representatives) who were 
shareholders of such corporation at. any time during any taxable 
year beginning after December 31, 1962, and ending on or before 
the date of the enactment of this Act consent to such election and. 
to the application of the amendment made by subsection (a). 

SEG. 4. (a) Section 1361 of the Internal Revenue Code of 1954 
(relating to unincorporated business enterprises electing to be taxed 
as domestic corporations) is amended 

(1) by adding at the end of subsection (a) the following 
new sentence: "Xo election (other than an election referred to in 
subsection (f) ) may be made under this subsection after the date 
of the enactment of this sentence. "; 

(2) by striking out in subsection (c) ", except as provided in 
subsection (m), "; 

(3) by striking out "subsection (f)" in subsection (e) and 
inserting in lieu thereof "subsections (f) and (n) "; 

(4) by striking out subsection (m); and 
(5) by adding at the end of such section the following net 

subsection: 
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(n) REvocxTICN END TEEMINATICN oF KLEOTICNS. — 
(1) REvocATICN. — An election under subsection (a) with respect to an 

unincorporated business enterprise may be revoked after the date of the 
enactment of this subsection by the proprietor of such enterprise or by all 
the partners owning an interest in suc'h enterprise on the date on which the 
revocation is made, Such enterprise shall not be considered a domestic 
corporation for any period on or after the effective date of such revocation. 
A revocation under this paragraph shall be made in such manner as the 
Secretary or his delegate may prescribe by regulations. 

(2) TEEIIINaTION. — If a revocation under paragraph (1) of an election 
under subsection (a) with respect to any unincorporated business enter- 
prise is not effective on or before December 81, 1968, such el~ion shall 
terminate on January 1, 1969, and such enterprise shall not be considered a 
domestic corporation for any period on or after January 1, 1969. 

(b) Effective on January 1, 1969— 
(1) subchapter R of chapter 1 of such Code (relating to elec- 

tion of certain partnerships and proprietorships as to taxable 
status') is repealed; 

(2) the table of subchapters for chapter 1 of such Code is 
amended by striking out the item relating to subchapter R; and 

(8) section 1504 b) of such Code (relating to de6nition of 
includible corporation) is amended by striking out paragraph 
(7) 

(c) The amendments made by subsections (a) (2) and (4) shall 
apply with respect to transactions occurring after the date of the 
enactment of this Act. 

Approved April 14, 1966. 



SUBPART C. — COMMITTEE REPORTS 

[II. R. 827] ' 

ORGANIZATIONS PROVIDING FUNDS FOR TAX EXEMPT 
SAVINGS INSTITUTIONS 

[Senate Report 1Vo, 945, Ei hty-ninth Congress, Second Session, Calendar ho. 919] 

[ JANv&Rx 19 (legislative day, January 18, 1066) ] 

Mr. Lowe, of Louisiana, from the Committee on Finance, submitted the follow- 
ing report to accompany H. R. 327. 

The Committee on Finance to which was referred the bill (H. R. 327) to amend 
section 501(c) of the Internal Revenue Code of 1954 to exempt from taxatiou 
certain nonprofit corporations and associations operated to provide reserve funds 
for domestic building and loan associations, and for other purposes, having 
considered the same, report favorably thereon without amendment and recom- 
mend that the bill do pass. 

I. SUMMARY OF BILL 
This bill exempts from income taxation mutual, nonprofit organizations or- 

ganized before September I, 1957, and operated to provide reserves for building 
and loan associations, cooperative banl-s, and mutual savings banks, if at least 
85 percent of their income is attributable to providing such reserve funds and to 
investments. The bill extends this tax-exempt status to organizations which are 
similar in essential respects to those already exempt. Present provisions, how- 
ever, exempt such organizations only if they provide both reserves for, and in- 
surance of shares and deposits of, member associations. 

The bill also provides that net income derived by such organizations (both that 
of the organizations exempted by this bill and that of the similar organizations 
alreadv exempt) which is not related to the provision of reserves or insurance 
will be taxed as unrelated business income. This latter provision confines the 
privilege of tax exemption to income derived from the specific services upon which 
that exemption is based. 

The provisions described above are to be effective for taxable years beginning 
after the date of enactment of this bill. 

The Treasury Department has indicated that it has no objections to this bill. 

II. GENERAL STATEME'XT 

Present law exempts from tax certain corporations or associations which pro- 
vide reserve funds for, and insurance of shares or deposits in, domestic building 
and loan associations, cooperative banks, and mutual savings banks. To be 
exempt, the organization must be nonprofit, be organized and operated for 
mutual purposes, have no capital stock, and have been organized before Septem- 
ber I, 1057. 

Prior to September 1, 1951, organizations of this type were exempt from 
tax under the general exemption provisions then applicable to mutual savings 
banks, savings associations, and building and loan associations. AVhile the 

' Public Law 89 — 352, page 375, this Bulletin. 
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Revenue Act of 1951 imposed the corporate income tax on certain undistributed 
profits of formerly tax-exempt organizations, provision was made in what is 
now section 501(c) (14) for continuing the exemption of nonprofit, mutual- 
deposit gu'irantee organizations without capital stock organized for the benefit 
of a group of mutual savings banks or building and loan associations which were 
organized before September 1, 1951. The law was amended in 1959 to change 
the required date of organization from September 1, 1951, to September I, 1957, 
At that time, it was stated that the law, as amended, would apply to at least four 
such organizations. 

It has come to light that at least one organization, the Neiv York State Sav- 
ings A Loan Bank, similar in nearly all essential respects to those now exempt 
is not included within the scope of section 501(c) (14). While the organization 
is a nonprofit, mutual organizatiou and provides reserve funds for savings and 
loan associations, it does not insure accounts of its members. 

Following the enactment of what is now section 501(c) (14), this organiza- 
tion initially was ruled tax exempt by the Internal Revenue Service. The 
organization was subsequently notified, however, that its tax-exempt status 
would be terminated because it was not providing insurance of shares and 
deposits for its members. Disposition of the matter was delayed for a time 
while the organization endeavored to obtain an amendment to the banking laws 
of New York, the State in which it is chartered, but the exemption finally was 
revoked for 1902 and subsequent years. The law previously authorized the 
administration of a fund for the insurance of savings accounts only if 100 or 
more savings aud loan associations in the State were included. Recently the 
State law has been amended to eliminate this requirement, but the organization 
has not, as yet, found it advisable to establish such an insurance program because 
so few of its member banks have need for such insurauce. Moreover, the law 
only authorizes the organization to act as a trustee for such an insurance and it 
is not clear that this would qualify the organization for the present exemption. 

Your committee, like the Committee on Ways and Means of the House, has 
concluded th it an organization which meets all the other requirements of section 
501(c) (14) should not be precluded from tax-exempt status under Federal in- 
come tax law merely because it does not provide insurance of the shares and 
deposits of its members in addition to reserve funds. As the situation described 
above illustrates, such an organization may be prevented from providing such 
services, either by the restrictions iniposed by the laws of the State in which it 
is chartered, or by the lack of need for them. 

This bill therefore amends present law with respect to section 501(c) (14) to 
add a new subparagraph to the existing provision. The new subparagraph 
provides that certain nonprofit corporations or associatious orgauized before 
September I, 1957, and operated for mutual purposes to provide reserve funds for 
domestic building and loan associations, cooperative banks, or mutual savings 
banks may be exempt from the tax even if they do not provide insurance of shares 
and deposits of inember associations. The exemption is only available, however, 
if 85 percent or more of the income of such an organization is attributable to 
providing reserve funds and to investments. The provision does not apply to 
organizations which qualify for tax exemption under existing law. 

With respect to all organizations described above, including both those previ- 
ouslv tax exempt and those newly exeinpt under the terms of this bill, your com- 
mittee agrees with the Committee on Ways and Means that only income connected 
with the provision of reserve funds for, and insurance of shares and deposits in, 
domestic building and loan associations, cooperative banks, and mutual savings 
banks should be tax exempt. Therefore the bill taxes as unrelated business 
income the net income derived by such an organization from activities not sub- 
stantially related to the purpose or function which constitutes the basis for its 
exemption. Under this provision, the income derived by such an organization 
from the provision of data processing services, for example, would be subject to 
tax as unrelated business income of a tax-exempt organization. 

The provisions of the bill will apply to taxable years ending after the date of 
enactment. They are expected to have a negligible effect on revenue. 



[H R 8445] 

RETIRED PAY OF JUDGES OF TAX COURT 
[Senate Report No. 947, Eighty-ninth Congress, Second Session, Calendar No. 921] 

[Jawvaav 19 (legislative day, January 18), 1966] 

&Ir. Lone of Louisiana, from the Committee on Finance, submitted the f'ollow- 
ing report to accompany H. R. 8445. 

The Committee on Finance, to which was referred the bill (H. R. 8445) to 
amend the Internal Revenue Code of 1989 and the Internal Revenue Code of 
1954 to change the method of computing the retired pay of judges of the Tax 
Court of the United States, having considered the same, reports favorably thereon 
without amendment and recommends that the bill do pass. 

PURPOSE 

The purpose of H. R. 844o is to eliminate an inequity in the provisions of 
existing laav which prescribe the formula for computing retired pay for judges 
of the Tax Court of the United Sta. tes. Under present law the retired pay of a 
judge of the Tax Court, unlike the retired pay of judges of other Federal courts, 
is based on the salary payable to him as judge "at the time he ceases to be a 
judge" rather than on the salary of the office, the normal basis utilized in 
computing retired pay for judges of the U. S. district courts and of the U, S. 
Court of Claims. 

H. R. 8445 would eliminate this disparate treatment in the law by providing 
for the calculation of retired pay of Tax Court judges in a manner similar to that 
presently provided for judges of the other Federal tribunals. 

Present laio 
GENERAL STATEJIEXT 

Under present law a judge of the Tax Court of the United States may retire 
after 24 years of service and thereafter receive retired pay equal to his salary. 
He may also retire after 18 years of service and receive retired pay based on 
the ratio that the number of years actually served bears to 24 years; e. g. , if he 
has se~ed for 18 years he will receive eighteen twenty-fourths of his salary. 
A. judge of the Ta Court must retire after having attained age 70 and having 
served for 10 years or more, and if he has not served for 18 years, his retirement 
pay will be one-half of his salary. In all of the above cases, however, section 
1106(d) of the Internal Revenue Code of 1989 and section 7447(d) of the In- 
ternal Revenue Code of 1954 require that the retired pay be calculated on the 
basis of the salary payable to him as judge "at the time he ceases to be a judge. " 
Reason for bill 

Judges of the U. S. district courts and the Court of Claims mav retire after 15 
years of service upon attaining the age of 65 and after 10 years upon attaining 
the age of 70. ilioreover, their retired pay is based on the full amount of the 
salary of the office, which extends to them the benefit of increases in the salary 
of the otfice which occur after their retirement. 

Your committee agrees with the Ways and Means Committee of the House, 
that the method prescribed by existing law for computing the retired pay of 
judges of the Tax Court, when considered with the stringent statutory limita- 
tions imposed on them after retirement, has been inequitable in operation. All 
retired Tax Court judges, unless precluded by illness or disability, are subject 
to recall to active duty by the chief judge for a period of 90 days each year 
and may be recalled for longer periods with their consent. Any retired judge 
of the Tax Court who should fail to perform the judicial duties required of him 
on recall would forfeit entirely his retired pay for the year in which such failure 
occurs. In addition, in order to insure the availability of retired judges for 
recall, the retired judges of the Tax Court are prohibited from accepting any 
other Federal oflice or employment or from engaging in the practice of law or 
accounting in the field of Federal taxation. If they do so they ~ould forever 
lose their rights to retirement pay. 

' Public Law S9 — 354, page 976, this Bulletin. 
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The longer terms of service required of judges of the Tax Court and the more 
stringent obligations imposed on them by law to perform judicial service on 
recall during retirement requires that the method of calculation of their retire- 
ment payments be brought more closely in line with that of the judges of the 
Federal district courts and of the Court of Claims. 

Change proposed 'by II'. It. 8l&/j$ 

Your committee's bill would provide that the retired pay of judges of the Tax 
Court be based on the salary of the oflice. This would bring the salary basis for 
retirement purposes of Tax Court judges in line with that of judges of the U. S, 
district courts and of the U. S. Court of Claims. It would mean that Tax Court 
judges, like these other judges, would receive the benefit of increases in the 
isalary of the office which occur after their retirement. 

The amendments provided in the bill would be effective with respect to retired 
pay accruing on or after the first day of tbe first calendar month which begins 
after the date of enactment. 

[H. R. 10185] ' 

CERTAIN DEFICIENCIES ITNDER ESTATE TAX PROVI 
SIONS OF INTERNAL REVENUE CODE OF 1939 

[Senate Report No. 996, Eighty-ninth Congress, Second Session, Calendar No. 928] 
[Fznttuanv 9 (legislative day, January 26), 1966] 

Mr. Lona of Louisiana, from the Committee on Finance, submitted the follow- 
ing report to accompany H. R. 10185. 

The Committee on Finance, to which was referred the bill (H. R. 10185) 
amending certain estate tax provisions of the Internal Revenue Code of 1989, 
having considered the same, reports favorably thereon without amendment and 
recommends that the bill do pass. 

I. SUMMARY OF BILL 

H. R. 10185 amends the Internal Revenue Code of 1989 to provide that if any 
part of a deficiency with respect to estate tax liability is due to fraud with 
intent to evade tax, tbe penalty to be imposed is 50 percent of the total amount 
of the deficiency, rather than 50 percent of the total tax liability. This conforms 
the rule under the Internal Revenue Code of 1969 to the rule now applicable in 
the case of estate tax deficiencies under the 1954 code. 

The Treasury Department has indicated that it does not object to this bill. 

II. REASONS FOR THE BILL 

The attention of your committee has been called to i. he recent ease of Commis- 
sioner of Internal Repen ae v. Estate of H. 8. Lettrnan ( (Mar. 29, 1965) 844 F. 2d 
763), in which a circuit court of appeals, reversing a decision of the Tax Court, 
held that under the Internal Revenue Code of 1989 the penalty, in the case of a 
fraudulent estate tax return, is 50 percent of the entire estate tax. The 
Tax Court had held that the penalty was the same as under the Internal Revenue 
Code of 1954 — 50 percent of the deficiency (the underpayment) in the estate tax. 

In the Lettman ease, the decedent died on May 24, 1954. If he had died on or 
after August 17, 1954, the Internal Revenue Code of 1954 would have been appli- 
cable to his estate and it would have been clear that the penalty, in the case of a 
false or fraudulent return, is 50 percent of the deficiency and not 50 percent of 
tbe tax. The decedent's son was the executor of the estate, and he filed an estate 
tax return which showed a tax due in an amount slightly in excess of 82, 056, 000 
and that tax was paid in full. Thereafter, the Commissioner of Internal Revenue 
asserted a large deficiency iu the estate tax and claimed that part of the defi- 
ciency was due to fraud. The Tax Court held that there was a deficiency in the 
estate tax of $1, 240, 242, most of which was attributable to a change in the valua- 
tion of an unlisted stock owned by the decedent and no fraud was involved on 
this issue. However, the Tax Court also held that part of tbe deficiency was 

' Public Law 89 — 359, page 376, this Bulletin. 
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attributable to fraud; that the executor had fraudulently omitted from the estate 
tax return the sum of $613, 000 in cash owned by the decedent at the tiiue of his 
death. Since part of the deficiency was attributable to fraud, the Tax Court 
added a penalty of $620, 121 (50 percent of the deficiency of $1, 240, 242). 

The Commissioner contended that the fraud penalty should include, in addition 
to the $620, 121, 50 percent of the $2, 056, 000 in tax paid when the original estate 
tax return vvas filed. The U. S. Court of Appeals for the Sixth Circuit agreed 
with the Commissioner and held that under the 1939 code the penalty for a 
fraudulent estate tax return was 50 percent of the entire tax and not just 50 
percent of the underpayment. 

In its decision the court of appeals stated that it was presented with a case 
of first impression for which it could find "no guiding casebook authority. " 
Although the issue had not been previously litigated, it can be noted that the 
decision is contrary to the understanding your committee had of the 1939 code 
provision at the tiine of the enactment of the Internal Revenue Code of 1954. 
At that time the 1939 code provided a fraud penalty, in the ease of excise taxes, 
of 50 percent of the entire tax. Your committee then believed that the fraud 
penalty should be limited in all cases to only 50 percent of the deficiency or 
underpayment, which v:as clearly the rule under the 1939 code in the case of 
the income and gift taxes and also, so your committee thought, in the case 
of the estate tax. 

In reporting the bill which became the Internal Revenue Code of 1954 and 
which provided that the fraud penalty in all cases should be only 50 percent 
of the deficiency or underpayment, your committee reported to the Senate 
language identical to that which had been reported to the House; 

Existing laav imposes a 50-percent addition in the case of fraud applicable 
to all taxes, but in the case of taxes other than income, estate, and gift, 
that addition is based on the total amount of tax imposed. (S. Rept. 1622, 
p. 591, 83d Cong. ) 

Your corumittee, like the Committee on Ways and illeans of the House, believes 
that the type of decision reached in the Lcpmun case produces a harsh result 
which cannot be justified, particularly in view of the fact that the burden of the 
penalty may fall in part on innocent beneficiaries of an estate who had nothing 
at all to do with the filing of the false estate tax return. 

III. GEiVERAL EXPLAiVATIOX 

The bill amends the Internal Revenue Code of 1939, to provide that if any 
part of a deficiency in the estate tax is due to fraud with intent to evade tax, 
then 50 percent of the total amount of the deficiency (in addition to the defi- 
ciency) is to be assessed and collected — in lieu of 50 percent of the entire tax. 

The amendment is applicable with respect to any estate of a decedent subject 
to the estate tax provisions of the Internal Revenue Code of 1939, but the bill 
does not open up the statute of. limitations if a refund is barred by the statute of 
limitations. Your committee is informed that there are only a few cases in 
which the Service has collected a fraud penalty based upon 50 percent of the 
entire tax. In those cases (if refunds are not barred by the statute of limita- 
tions or by any other law or rule of law, such as res adjudicata) the bill pro- 
vides that no interest is to be paid or allowed on any refund resulting from 
the bill. 

t H. R. 10()2uj' 

TAX TREATMENT OF CERTAIN AMOUNTS PAID TO 
CERTAIN MEMBERS AND FORMER MEMBERS OF 
UNIFORMED SERVICES AND TO THEIR SURVIVORS 
[House of Representatives Report No. 1118, Eighty-ninth Congress, First Session] 

[Oorosza, &, 1965] 

i(ir. EIzrLs, from the Committee on Ways and Means, submitted the following 
report to accompany H. R. 10625. 

' Public Law 89 — 365, Page 377, this Bulletin. 



The Committee on Ways and Means, to whom was referred the bill (H. R. 
10625) to amend the Internal Revenue Code of 1954 with respect to the tax 
treatment of certain amounts paid to servicemen and survivors, having considered 
the same, report favorably thereon with amendments and recommended that the 
bill as amended do pass. 

The amendments are as follows: 
Strike out all after the enacting clause and insert in lieu thereof the following: 

That (a) (1) part III of subchapter B of chapter 1 of the Internal Revenue Code 
of 1954 (relating to items specifically excluded from gross income) is amended 
by redesignating section 122 as section l28, and by inserting after section 121 the 
following new section: 

"SEC. 122. CERT1IIN REDUCED UNIFORMED SERVICES RETIREJIEXT 
PAY, 

"(a) GENERAL RUI. E. — In the case of a member or former member of the uni- 
formed services of the United States who has made an election under chapter 78 
of title 10 of the United States Code to receive a reduced amount of retired or 
retainer pay, gross income does not include the amount of any reduction after 
December 81, 1965, in his retired or retaiuer pay by reason of such election, 

"(b) SPEGIAL RvIE. — 
"(1) AMCUNT ExcLUDED FRCM GRoss INcoIIE. — In the case of any individual 

referred to in subsection (a), all amounts received after December 81, 1965, 
as retired or retainer pay shall be excluded from gross income until there 
has been so excluded an amount equal to the consideration for the contract. 
The preceding sentence shall apply only to the extent that the amounts 
received would, but for such sentence, be includible in gross income. 

"(2) CoxsIDERATICN FOR THE coNTRAcT. — For purposes of paragraph (1) 
and section 72 (o), the term 'consideration for the contract' means, in respect 
of any individual, the sum of— 

"(A. ) the total amount of the reductions before January 1, 1966, in 
his retired or retainer pay by reason of an election under chapter 78 of 
title 10 of the United States Code, aud 

"(B) any amounts deposited at any time by him pursuant to section 
1488 of such title 10. " 

(2) The table of sections for such part III is amended by striking out the 
item relating to section 122 and inserting in lieu thereof the following: 

"Sec. 122. Certain reduced uniformed services retirement pay. "Sec. 12S. Cross references to other Act. " 
(b) Section 72 of such Code (relating to tax treatment of annuities) is 

amended by redesignating subsection (o) as subsection (p), and by inserting 
after subsection (n) the following neIv subsection: 

"(0) ANNUITIEs UNDER RETIRED SERYIcEMAN s FAMILY PRQTEcTIQN PLAN. — 
Subsections (b) and (d) shall not apply in the ease of amounts received after 
December 81, 1965, as an annuity under chapter 78 of title 10 of the United 
States Code, but all such atuounts shall be excluded from gross income until 
there has been so excluded (under section 122(b) (1) or this section, including 
amounts excluded before January 1, 1966) an amount equal to the consideration 
for the contract (as defined by section 122(b) (2) ), plus any amount treated 
pursuant to section 101(b) (2) (D) as additional consideration paid by the 
employee. Thereafter all amounts so received shall be included in gross 
income. " 

(c) Section 101(b) (2) (D) of such Code (relating to special rules for em- 
ployees' death benefits) is amended by adding at the end thereof the following 
new sentence: "Paragraph (1) shall not apply in the ease of an annuity under 
chapter 78 of title 10 of the United States Code if the individual who made the 
election under such chapter died after attaining retirement age. " 

(d) The amendntents made by subsections (a) and (b) shall apply with re- 
spect to taxable years ending after December 81, 1965. The amendment made 
by subsection (c) shall apply with respect to individuals making an election 
under chapter 78 of title 10 of the United States Code who die after Decem- 
ber 81, 1965. 

SEC. 2. (a) Section 2089(c) of the Internal Revenue Code of 1954 (relating to 
exclusion from gross estate of annuities under certain trusts and plans) is 
amended— 



(1) by striking out "or" at the end of paragraph (2), by striking out the 
period at the end of paragraph (8) and inserting in lieu thereof "; or", and 
by adding at the end thereof the follovving new paragraph: 

"(4) chapter 78 of title 10 of the United States Code. "; 
(2) by striking out "or under a contract described in paragraph (3)" in 

the second sentence and inserting in lieu thereof ", under a contract de- 
scribed in paragraph (3), or under chapter 76 of title 10 of the United 
States Code"; and 

(8) by inserting at the end thereof the following new sentence: "For 
purposes of this subsection, amounts payable under chapter 78 of title 10 
of the United States Code are attributable to payments or contributions 
made by the decedent only to the extent of amounts deposited by him 
pursuant to section 1438 of such title 10. " 

(b) (1) Section 2517(a) of such Code (relating to gift tax treatment of cer- 
tain annuities under qualified plans) is amended by striking out "or" at the end 
of paragraph (2), by striking out the period at the end of paragraph (8) and 
inserting in lieu thereof "; or", and by adding at the end thereof the following 
new paragraph: 

"(4) chapter 73 of title 10 of the United States Code. " 
(2) The first sentence of section 2517(b) of such Code (relating to transfers 

attributable to employee contributions) is amended by inserting "(other than 
paragraph (4) )" after "referred to in subsection (a)". 

(c) The amendments made by subsection (a) shall apply with respect to 
decedents dying after December 81, 1965. The amendments made by sub- 
section (b) shall apply with respect to calendar vears after 1965. 

Amend the title so as to read: 
A bill relating to the tax treatment of certain amounts paid to certain mem- 

bers and former members of the uniformed services and to their survivors. 

I. SUI&13IARY 

This bill makes a series of amendments to the Internal Revenue Code designed 
to provide essentially the same tax treatnrent under the retired serviceman's 
family protection plan where provision is made for annuities for surviving 
spouses or certain child beneficiaries as already is provided in the case of the 
civil service retirement program and other qualified pension plans. Thus where 
reduced retirenrent pay is accepted by servicemen (or former servicemen) in 
order to provide annuities for their survivors, the amount nf the reduction will 
no longer be taxed to the retired servicemen and such reductions which have 
been included in retired servicemen's retirement income in the past may be oftset 
against otherwise taxable retirement pay in the future. The exclusion of up to 
$o, 000 paid to a survivor of a decedent which is available where an employer 
makes the payment to a beneficiary on account of the death of an employee also 
is to be available to survivors of. deceased servicemen who retired because of 
disability and died before attaining normal retirement age. In addition the 
estate and gift tax exclusions available under present law for the value of sur- 
vivor annuities in the case of civil service annuities and those under other quali- 
fied pension pla~s are also to be made available in the case of annuities provided 
for survivors under the retired serviceman's family protection plan. 

The income tax an&endments generally apply to taxable years ending after 
Deceruber 81, 196o, or in the case of the death benefit exclusion to those who 
die after that date. The estate tax amendment applies to decedcnts dying 
after December 81, 196o, and the gift tax amendments to gifts made after 
the calendar year 196o. 

The bill as amended has been reported unanimously by your committee and its 
passage is favored by both the Treasury Department and the Defense Depart- 
ment. 

II. REASONS FOR THE BILL 

Under present law, a member of the armed or other uniformed services may 
elect to receive a reduced amount of retired or retainer pay during his lifetime 
in order to provide an annuity for his surviving spouse or certain child bene- 
ficiaries. Provision is nrade for this under the retired serviceman's fanfily pro- 
tection plan (10 U. S. C. 1481 et seq. ). 

Under present law, generally, when an individual receives a pension or annuitv 
which has been whollv provided by his employer, he is taxed on the payment 
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when received as ordinary income. ' Iu addition, under present law, when an 
individual elects to receive a reduced pension in order to provide an annuity for 
his survivor, in lieu of a single pension, unless he is covered by a qualified 
pension or annuity plan, he generally is treated as if he still received the single 
pension, aud is taxed on tbe full amount he would have received had he not 
elected to receive the lesser amount. This treatinent prevails for such a non- 
qualified pension and annuity because the retiree had the option to receive the 
greater amount. By electing to receive the reduced amount, be is considered, in 
effect, to have constructively received each larger pension payment and to have 
exchanged part of each of these payments for the annuity for his survivor. In 
this case, therefore, upon the death of the retiree, his survivor is treated as 
having an investment in the annuity she then receives in an amount equal to the 
reduction in tbe retiree's pension ou which he paid tax up to the time of his 
death. This amount is treated as the survivor's "consideration" for the aniiuity 
and she is permitted to recover it tax free over her life expectancy. 

In the case of qualified pension plans, a different treatment is provided for 
elections of these survivor annuities. Instead of treating an election to take 
such an annuity to be an exchange of a portion of single pension for the survivor 
annuity (and, therefore, ta~able to the extent of the exchange), the survivor 
annuity is treated as a mere continuation of the initial pension. It follows from 
this treatment that upon the death of the retiree, the survivor is treated as having 
no "consideration" for the survivor annuity by reason of the election and, there- 
fore, she has no tax-free recovery (on this account) over her life expectancy. As 
a result, in the case of qualified pensions and annuities where the employee made 
no contributions, the entire amount of the payments actually received by the 
reiiree and his survivor are subject to tax as received. However, the retiree is 
not taxed on any additional amount over and above the amount actually received 
(that is, the reduction in his single pension because of the election of the survivor 
feature). 

Among the requirements to obtain qualified status and, therefore, to be eligible 
for this treatment of survivor annuities are requirements that the plan be 
nondiscriminatory and that it be funded. The retired serviceman's family 
protection plan meets the nondiscriminatory tests but is not a qualified plan 
under present law because it is not funded. In this respect it differs from the 
civil service retirement program (5 U. S. C. 2251 et seq. ), which has been classi- 
fied as a funded plan and, therefore, does qualify for tbe survivor annuity tax 
treatment outlined here. 

In addition to the generally more favorable income tax treatment received 
by qualified pension or annuity plans with respect to the survivor feature, these 
qimlified plans also receive other tax advantages under present law. In the 
case of the estate tax, for example, tbe value of annuities to be received under 
qualified plans (to the extent not contributed by the employee) passing to a 
survivor are excluded from the gross estate and, therefore, not subject to estate 
tax. In the case of nonqualified plans, generally this value is included in the 
estate tax base. 

In addition, in the case of qualified pensions aud annuities (to the extent not 
contributed by the employee), the exercise (or failure to exercise) by an em- 
ployee of an election to take a survivor annuity in place of part of a single 
pension is not considered a taxable gift by tbe retiree. The contrary is 
generally true in the case of nonqualified plans. 

A third advantage in having a qualified pension plan is that in the case of 
these plans an exclusion of up to $5, 000 is available to the survivor ~here the 
retiree dies before retirement age. This is an exclusion for income tax purposes. 

Your comniittee believes that members (or former members) of the uniformed 
services should be treated essentially the same as retirees under the civil service 
program and under other qualified pension or annuity plans. Your committee 
has concluded that there is no substantial grounds for distinguishing the tax 
treatment of the plan for the uniformed services from these other plans. Al- 
though qualified plans are required to be funded in order to give assurance that 
the money intended for payment of the retirement benefits is actually available 
to pay the benefits when needed, the obligation of the United States to pav beue- 

' In the case of contributory pensions or annuities, a portion of the pension or annuitV 
payments determined on the basis of the total of the contributions is free of tax. This 
entire amount, called the investment in the contract, mav be returned in the first 8 year& 
or over the life expectancy of the annuitant. 



433 

fits under the retired serviceman's family protection plan is, in the opinion of 
your committee, a suificient guarantee that these amounts will be paid when 
due. As a result, your committee has concluded that these uniformed services 
retirees should be treated in the same manner as pensioners under qualified 
plans. In doing this, however, your comniittee does not intend to extend any 
advantages to the uniformed services personnel not available to civil service 
retirees. Thus, although survivor annuities are considered under this pro- 
vision to be a continuation of the initial single pension for purposes of reducing 
the taxable portion to the retiree, it is not intended that any benefit the retiree 
receives on account of disability be carried over and applied in the case of 
the survivor. Such an exclusion is not available at present for the survivors 
of uniformed services retirees or in the case of civil service retirees, and it is 
not intended by this action that any such benefit be extended. 

III. GE'%ERAL EXPLANATION 
Income tav treatr&ient of election of annuity for survivor 

The bill first deals with the income tax treatment of the uniformed services 
personnel who elect to take a reduced amount of retirement pay in order to 
obtain an annuity for their surviving spouse or other beneficiary. 

The bill provides as a general rule (new sec. 122(a) of the code) that inem- 
bers, or former members, of the uniformed services of the United States who 
make or have made an election under the retired serviceman's family protec- 
tion plan (ch. 78, title 10, U. S. C. ) to receive a reduced amount of retirement pay 
(or retainer pay) are to exclude from their gross income for tax purposes any 
reduction in their retirement pay (or retainer pay) resulting from this election. 
This rule applies to reductions in retirement pay after December 81, 1965. 

Thus, where a serviceman who was eligible to receive retirement pay of $500 
a month elects to receive, perhaps, $400 a month instead in order to obtain for 
his wife an annuity of $200 a month upon his death, he will (insofar as retire- 
ment pay received in the future is concerned) report $400 a month for tax 
purposes during his lifetime, rather than the $500 required by present law. 
Upon his death his wife generally will report the full $200 a month she receives 
as income, instead of some lesser amount determined by treating as "considera- 
tion" the additional amounts ($100 a month for the period up to the husband' s 
death) on which tax was paid under present law (but not under the bill) by her 
husband and spreading this exclusion over the period of her life expectancy. 
This new rule applies for any reduced amount received after December 81, 1965. 

The liill also provides a special rule (sec. 122(b) of the code), designed in part 
as a transitional rule, to provide for those eases where a retired serviceman 
has already included in his income subject to tax more retirement pay than he 
has actually received. In such cases his retirement income is excluded from tax 
in 1966 and subsequent years until the amount so excluded equals this excess 
amount previously included in gross income. In other words, to continue the 
ease presented above, assume that prior to January 1, 1966, the serviceman had 
already been retired for a period of 5 years and reported for tax purposes in this 
60-month period an aggregate of $80, 000 of income ($500X60), whereas he actu- 
ally received only $24, 000 ($400X60) in this period. In this case, he would be 
treated as having $6, 000 as his "consideration for the contract. " This consid- 
eration for the contract is then excluded under the bill from all retirement pav 
received after December 81, 1965, until the amount so excluded equals the "con- 
sideration for the contract. " Thereafter, all retirement pay is included in 
gross income. 

This special rule will also cover eases where a serviceman after retirement 
elects to receive veterans' benefits in lieu of some or all of his retirement pay. 
In such cases he may be required to pay to the U. S. Treasury an amount equal 
to the reduction in his retired pay resulting from electing the survivor's annu- 
ity. These deposits are made pursuant to section 1488 of title 10 of the United 
States Code and are treated as "consideration for the contract. " Under the bill 
these amounts are recoverable in full on a tax-free basis from retirement pay 
before any of this pay is includible in gross income. 

Another amendment (adding sec. 72(o) to the code) provides for the case 
where all of the consideration for the contract has not been offset against his re- 
tirement income at the time of the death of the retiree. Thus this amendment 
provides for the exclusion from gross income of all the payments received by the 
survivor until the amount so excluded equals any remaining "consideration for 
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the contract" not previously excluded from gross income by the retiree (under 
sec. 122(b) ) or previously excluded from gross income (prior to 1966) by the 
survivor under section 72(b). Amounts received thereafter by the survivor 
are, of course, included in her income subject to tax. For both the retiree and 
his survivor this provision, together with the provision described above, provides 
for the full recovery of the consideration for the contract from the retirement 
pay (or from the survivor's annuity to the extent necessary) without regard to 
the life expectancy of the retiree or his survivor and without regard to whether 
or not this full amount may be recovered in the first 8 vears of the survivor's 
annuity. 

The application of new section 72(o) mav be illustrated by the following 
example: Assume that a serviceman who was eligible to receive retired pay of 
$500 a month elected to receive reduced retired pay of $400 a month in order to 
provide an annuity for his wife of $200 a month upon his death, and that the 
serviceman received payments of $400 for 40 months before January 1, 1966. 
Assume further that no part of his retired pay is excludable from gross income 
by reason of disability or otherwise and that after attaining retirement age he 
dies on March 1, 1966, after receiving his retired pay of $400 for the months of 
January and February 1966. Under section 72(o) the widow will exclude the 
monthly payments she receives until she has excluded $8, 200, since the consider- 
ation for the contract was $4, 000 (40 times $100) and her husband was permit- 
ted to exclude under section 122(b) the two payments of $400 he received in 
January and February 1966, leaving $8, 200 to be recovered tax free bv his widow. 

If the serviceman had died on July 1, 1965, after having received monthly 
payments of $400 for 84 months, the consideration for the contract would have 
been $8, 400. Under section 72(o) the widow would be entitled to recover tax 
free the $8, 400 less the amount she was entitled to exclude under section 72(b) 
of existing law with respect to the six monthly payments of $200 she received in 
the last 6 months of 1965 after her husband's death. Assume that by reason 
of the exclusion ratio under section 72(b) she was entitled to exclude $1, 000 of 
the $1, 200 she received in 1966, then beginning with the January 1966 pay- 
ment she would be entitled to exclude the entire amount of 12 payments ($2, 400) 
and thereafter she would include in gross income the entire amount of each 
monthly payment. 

In determining whether there has been a recovery of the "consideration for 
the contract" by the retiree under section 122(b), there is not to be taken into 
account amounts which may be excluded from gross income under sections 104 
(a) (4) and 106(d) of the code. These exclusions granted the retiree because 
of disability or sickness do not carry over to the surviving spouse since these 
exclusions are personally related to the retiree alone. 

In cases where an individual whose name is removed from the temporary 
disability list receives a refund of an amount deducted from his retired pay, 
which was withheld while he was on the disability list to provide the survivor 
annuity (10 U. S. C. 1489), it is intended that, for taxable years beginning after 
December 81, 1965, he will be able to exclude from gross income that portion of 
the refunded amount which he would have been able to exclude if he had re- 
ceived the total amount of his retirement pay during the period he was on the 
temporary disability retired list. 
lncorne tav exclusion for survivor, $5, 000 

The final income tax amendment made by the bill adds a new sentence to 
a provision in the code, relating to employee death benefits (sec. 101(b) (2) 
(D) ). 

Under present law, where the serviceman dies before retirement age but after 
having elected upon retirement for disability an annuity for his surviving 
spouse or certain other beneficiaries, the exclusion of up to $5, 000 paid by an 
employer by reason of the death of the employee is not available because the an- 
nuity for the survivor is consdered as having been purchased by the "emploVee 
rather than provided by the "employer. " Because of the change made by this 
bill in the treatment of annuities for survivors in the case of servicemen, the 
annuity for the survivor no longer is considered as being purchased by the "em- 
ployee. " Therefore, the annuity of the survivor under this bill is treated 
as having been paid by the employer by reason of the death of the employee 
and in certain eases is eligible for the $5, 000 income tax exclusion for the survivor. 

The new sentence added to the employee death benefit provision (sec. 101 
(b) (2) (D) ) by this bill provides that the death benefit exclusion is not to be 
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available in the case of an annuity paid under the retired serviceman's family 
protectiou plan if the individual who made the election under the plan died after 
attaining retirement age. Thus the exclusion in practice will be available only 
where the serviceman retired before normal retirement age because of disability 
and dies before attaining such age. 

As in the case of other auuuities the survivor's annuity provided under this 
bill for purposes of the $5, 000 exclusion is to be valued on the date the former 
serviceman died (see first sentence of sec. 101(b) (2) (D) ). Also, any amount 
excluded under the death beuefit provision is, for the purposes of determining 
how much of the annuity is to be taxed, to be treated as additional consideratiou 
for the contract. (This is provided both by the second sentence of sec. 101(b) 
(2) (D) and also by the amendment adding sec. 72(o). ) 

The treatment described above will accord survivors under the retired service- 
man's family protection plan the same treatment as survivors under the civil 
service retirement program (5 U. S. C. 22o1 et seq. ) . 
Income tax effective dates 

The provision relating to employee death benefits applies with respect to 
individuals making the election with respect to an annuity for a survivor under 
chapter 78 of title 10 of the United States Code who die after December 81, 
1965. The other income tax amendments apply with respect to taxable years 
ending after December 81, 1965. 
Estate tax ezctasiou 

The bill amends the estate tax provisions of the code (sec. 2039(c) (4) ) to 
exclude from the gross estate on which the Federal death tax is levied the 
value of an annuity paid under the retired serviceman's family protection plau. 
This exclusion, however, does not apply to the extent any of the value of the 
annuity for the survivor is attributable to deposits (utade pursuant i, o sec. 
1488 of title 10) made by the deceased serviceman. This is the same treatment 
as provided under present law iu the case of the civil service retirement program 
and other qualified pension plans. 

Cift tax eaclasion 
The bill also amends the gift tax provisions (sec. 2517 (a) (4) ) to provide that 

the exercise, or nonexercise, by an eruployee of an electiou to provide an aunuity 
for a survivor in lieu of a siugle pension is uot to be considered a taxable 
transfer for gift tax purposes if made under the retired servicetuan's family 
protection plan. This is the same treatment already ava. ilable in the case 
of the civil service retiremeut program aud other qualified peusiou plans. 

Estate and gift tan effective dates 

The estate tax amendmeut referred to above applies with respect to deccdcnts 
dying after December 81, 1965, and the gift tax amendment applies with respect 
to calendar years after 1965. 

225-688' — 66 — 29 
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TAX ADJUSTMENT ACT OF 1966 

[House of Representatives Report No. 1285, K&ighty-ninth Congress, Second Session] 

[February 15, 1966] 

Ma. Mzzr. s, from the Committee on Ways and Means, submitted the following 
report to accompany H. R. 12752. 

The Committee on Ways and. Means, to whom was referred the bill (R. H. 
12752) to provide for graduated withholding of income tax from ivages, to require 
declarations of estiniated tax with respect to selfemployment income, to ac- 
celerate current payments of estimated income tax by corporations, to postpone 
certain excise tax rate reductions, and for other purposes, having considered the 
same, report favorably thereon without amendment and recommend that the bill 
do pass. 

I. SUMMARY 

H. R. 12752, the tax adjustment bill of 1'966, is designed to contribute revenues 
to aid in fiuancing the increased costs of government associated with operations in 
Vietnam. It is designed to help finance these costs in a manner which will 
avoid the creation of serious infiationary pressures. 

The provisions of the bill, which are based upon recommendations made by 
the President with &. ertain important modifications, are grouped under two head- 
ings. &&Iost important froni a revenue standpoint are the provisions which 
affect the procedures for collecting tax, but which do not affect tax liabilities. 
They include graduated ivithholding on image inconie, tightening up the filing 
requirements for declarations, the acceleration of corporate estimated tax pay- 
ments, and quarterly payments of estin&ated self-employment social security 
tax. The remaining provisions superimpose a 2-vear moratorium on rate re- 
ductions scheduled under existing law for the excise taxes on passenger auto- 
mobiles and telephone service. When this moratorium ends, these tax rates 
will immediately fall to the levels which ivould otherwise have been applicable 
under present laiv at that tiine, and &vill thereafter continue to be reduced as 
scheduled under existing law. 

Rc'&'cn&&c effect. — It is anticipated that these provisions will increase admin- 
istrative budget revenues in the fiscal year 1966 by $1. 2 billion and the revenues 
in the fiscal year 1967 by $4. 8 billion relative to the levels that ~ould be 
achieve(1 under existing law. The temporary effects of the change in the timing 
of tax payments will be responsible for $1. 1 billion of the added administrative 
budget revenues in the fiscal year 1966 and $3. 6 billion of the increase in 
reve»u&s in the &is«»l year 1967. The quarterly payment of estimated self- 
eniployment tax will increase trust fund receipts, which are reflected in the con- 
solidated cash budget but not in the administrative bud et, by $200 million 
in the fiscal year 196&7. The moratorium on excise tax reduction ivill retain $60 
million in revenue which would otherwise be foregone in the fiscal year 1966 and 
$1. 2 billion in revenue which would otherwise be foregone in the fiscal yeai' 
1967. 

The prov iaiona. — (1) Grad&«&t«( &oith1&ol&iinp. — For wages paid after April 
30, 1966, the bill replaces the present withho)ding tax rate &vith a series of six 
graduated rates ranging from 14 to 30 percent which are grouped in a . vstem 
that t il&es account of the minimum standar deduction or deductions of 10 pei'- 
cent of wages and of the taxpayer's inarital status as well as the statutory tax 
rates which apply to the first $12, 000 of taxable income for single persons a»d 
, 't(24, 000 of taxable income for married persons. 

' Puhlic Law 89 — 388, page 379, this Bunctin. 
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Included in the bill is a provision, not a part of the President's recon&menda- 
tions, which is designed to reduce overwithholdiug. This provisiou, beginning 
in 1907, will peru&it taxi&ayers whose itemized deductions as a percentage of 
their wages are in excess of c«rtain limits to claizn svithholding allowances. 
Tb«se allowances will have tlze effect of additional withholding exemptions. 
IVithholding allo&vaz&««s will be based on the excess of estimated itemized deduc- 
tions (which cannot exceed the deductions itezuized in the previous year) over a 
prescribed amount of estizuated wage income (which cannot be less than the 
wage income received in tlze previous year). 'The prescribed amount is a com- 
posite of 12 perceut of tbe first $7, 500 of estimated wages plus 17 percent of 
estimated wages in excess of $7, 500. Beginning in 1907, withholding allowances 
may be claimed ivith respect to each full $700 of these excess itemized deduc- 
tions, The Internal Revenue Service is authorized, and expected, to compile a 
table which will help taxpayers to determine tbe number of withholdiug allow- 
ances they may claim. 

(2) Qzzarterly y&& zt»&cnts of csti»zated self-employment taa. — Eftective for tax- 
able years beginning after December 81, 1900, self-employed persons will be re- 
quired to file declarations with respect to the total of their estimated income 
tax and self-employment tax azzd to make quarterly payments based on this 
declaration. The rules which now apply with regard to the requireznent for 
filing a declaration of estimated incozne tax and the rules which goveru the as- 
sessment of penalties for the underpayment of estimated tax will henceforth 
apply to the combined amount of estimated income tax ard estimated self- 
employment tax. 

(3) Underpay&nent of esti»zatcd taa by individuals. — Under existing law, a 
penalty may be incurerd by a taxi&ayer when the total of the amounts withheld 
from his vvages and the amounts paid through quarterly payments of estimated 
tax are equal to less than 70 percent of the tax shown on his returu. Etfective 
for taxable years beginning after December 81, 1906, the present 70 percent 
provision is raised to 80 percent. 

(4) Acceleration of corporation income taa pay;&&cuts. — The schedule bring- 
ing corporation payments of estimated income tax liabilities above $100, 000 to a 
current basis will be accelerated so that the current payments basis will be 
reached in 1907 instead of 1970 as scheduled under present law. Calendar year 
corporations will pay 12 percent of their estimated tax liabilities in April and 
June 1960, instead of tbe preseutly scheduled 9 percent. In 1907 and in follow- 
iug years, they will pay 2. & perceut of estizuated lax liabilities on each payment 
date. 

(o) Ezcise tuz o&z passenye& a»io&nobilcs. — Tbe excise tax rate on passeuger 
automobiles e(X«ctive on the day after enactment of the bill will revert to 7 per- 
cent (the rate before January 1, 1900) from 0 percent, and there will be a 
moratoriu~ until Jlarch 81, 1908, on further tax rate reductions scheduled 
under present law. At tbc expiration of the moratorium, ibe excise tax on 
passenger automobiles &vill fall to 2 perceut, as presently scheduled for 1908, 
and then to 1 percent as presently scheduled for 1909. A tax of 1 percent will 
be imposed on dealer stocl. -s of automobiles held on the day follov-ing the date of 
euactznent. It svill bc collected from the dealers by the manufacturers. 

(0) Eacise t«, : &on telephone srrvice. — The excise tax rate on telephone service 
will revert to 10 percent (the rate before January 1, 1900), from 8 percent, on 
general and toll telephone and t«letypevvriter exchange services. It will be in 
etfect until March 81, 1908, svhen it will decline to 1 percent and will be repealed 
on January 1, 1909, as scheduled under preseut lazv. Nonprofit hospitals will be 
exempt from the tax on telephone services. These provisions will be effective 
with respect to bills rendered on or aft«r the first day of the month which begins 
15 days after the effective date of this bill. 

II. REVENUE EFFECTS 

As indicated in table 1, your committee's bill is expected to increase fiscal 
year 1900 administrative budget receipts by $1, 155 million and fiscal year 1907 
receipts by $4, 830 million. This latter figure is slightly above that recommended 
by the President. In addition, consolidated cash budget receipts will be further 
increased by $200 million in the fiscal year 1967. This increase ditfers from the 
recommendation of the President only in that tbe $200 million under his recom- 
mendation was spread over the fiscal years 1906 and 1907. 
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TABI E l. — Estimated revenue increase under H. R. 18758 for the ftscal years 1900 and 
1967 

[In millions of dollars] 

Fiscal year 
1966 

Fiscal year 
1967 

Excises: 
Communication 
Automobiles 

Total excises 
Corporate speed-up 
Graduated withholding 
Increase in declaration requirement under individual income tax from 70 to 80 

percent 

Total, administrative budget 
Self-employment tax, social security, quarterly payments (goes into a trust 

fund) 

Total, cash budget 

60 

60 
I, 000 

95 

I& 155 

I, 155 

785 
420 

1, 205 
3, 200 

275 

4& 830 

150 

200 

5, 030 

The largest single source of additonal revenue provided by your committee's 
bill is attributable to advancing the payment dates for corporate tax. This is 
expected to increase revenues in the fiscal year 1900 by $1 billion and revenues 
in fiscal year 1967 by $0. 2 billion. The excise reduction moratorium with 
respect to the taxes on automobiles and communications represents the second 
major revenue source under the bill. It is estimated that this u ill raise revenues 
by ![[00 inillion in the fiscal year 1906 and by $1. 205 roil]ion in the fiscal year 
1907. The provisions with respect to graduated wii. hholdirrg and the increase in 
the declaration requirement Imder the individual income tax from 70 to 80 
percent of actual tax libility are expected to increase revenues by $425 million 
in the fiscal year 1907. The provision with respect to graduated withholding is 
expected to increase revenues in the fiscal year 1966 by $95 million. 

TABLE 2. — Revenue effect of provisions of H. R. 18758 relating to graduated tvith- 
holding and declarations of estimated taz 

[In millions of dollars] 

Provisions 
Effective 

date 
Full ye" r 

cffcct 

Change in receipts 

Fiscal year Fiscal year Fiscal year 
1966 1967 1968 

6-rate graduated withholding 
Extra withholding allowance for excess 

deductions ' 
Increase requirement for estimated tax 

from 70 to 80 percent 

Total for individuals 

May I, 1966 

Apr. I, 1967 

Apr. 15, 1967 

+I, 240 

— 770 

+300 

+770 

+95 

+95 

+400 

— 125 

+150 

— 190 

— 190 

r Assumes 34 utilization by eligible taxpayers. 

Table 2 shows the revenue irupact of the graduated withholding system and 
the declaration requirement change approved by your committee. Only the 
six-rate graduated withholding system has an impact in the fiscal year 1966. 
As previouslv indicated, this is expected to increase revenues in that year bv $95 
million. In the fiscal year 1907 a six-rate graduated withho]ding system with 
no allowances for excess itemized deductions wou]d increase revenues by $400 
rail[ion. If two-thirds of those eligible decrease overwithholding due to itemized 
deductions under the provision approved by your committee, this gain will be 
reduced by $125 million in the fiscal year 1907, resulting in a net gain from 



graduated withholding of $275 million in the fiscal year 1907. However, your 
committee's action in raisiug the declaration requirement from 70 to 80 percent 
eifective for the fiscal year 1907 is expected to increase revenues by $150 million. 
As a result these actions, taken together, give rise to an estimated revenue gain 
of $425 million for the fiscal year 1967, or slightly more than that recommended 
by the Presideut. In the fiscal year 1908 the decrease in overwithholding attri- 
butable to allowances for itemized deductions will result in a loss of $190 mil- 
lion. This fiscal year 1908 loss of $190 million is a loss over arid above any 
which would be incurred under the I'resident's recommendations. However, 
there is a gain of $0» million in that year arisiug from extending the excise tax 
rates for passenger cars and communication services until April 1, 1968, which 
also would not be realized under the President's recommendations. 

IIL REASONS FOR THE BILL 

L Fiscal and, economic impact 
The tax adjustment bill of 1960 will help provide the additional revenues which 

your committee is advised will be required by the confiict in Vietnam. This bill 
is designed to help finance the additional expenditures required for this purpose 
without generating serious iufiationary pressures in the domestic economy. The 
additional revenues will be derived from two general types of provisions. The 
first consists of improvements in tax collection procedures which, without affect- 
ing tax liabilities, involve a temporary increase iu the amount of reveuues by 
mal-ing payments more current. The remaiuing provisions restore rates in effect 
on December 81, 1905, aud iinpose a 2-year moratorium on presently scheduled 
reductions in the ezcise taxes ou passenger automobiles and telephone service. 

lVere it not for special Vietnam costs, administration testimony before your 
committee has informed us, the increase in Federal reveuue attributable to the 
growth of the economv — growth largely in response to the taz reductions enactecl 
in recent years — would be suificieut not only to meet the regular require~cuts of 
Federal operations but also to pr&&vide a surplus. The President's budget mes- 
sage iudicates that special Vietnam expenses will account for an estimated $10. & 

billion of administrative budget expenditures for the fiscal year 1907. These ex- 
penses account for $5. 8 billion of the $0. 4 billion increase in ezpeuditures in the 
fiscal year 1907 over those for the fiscal year 1900. It is estimated that revenues 
would increase by $7zfi billion betv een the 2 fiscal years if no change were made in 
existing tax laws, an amouut that would be suihcieut to produce a substantial 
budget surplus were it not for the extraordinary defense requirements. It ivill be 
recalled that wheu the House was considering wliat became the Revenue Act of 
1901 [P. L. SS — 272, C. B. 190- 1 (Part 2L 0] — which provided a reduction of $11. 5 
billion, the largest reduction ever provided — the then Secretary of the Treasury 
Douglas Dillon iudicated that despite this reduction, it might bc possible to 
balance the budget in the fiscal year 1967. It should be noted thai, this objective 
of a balanced budget in the fiscal year 1907 would be obta. iued were it uot for the 
extraordinarv defense expenditures arising from the confiict in Vietnam. Thus, 
were it not for the special Vietnam expenses of $10. 5 billiou, there would be uo 
need at this time for the 2-year excise tax reduction moratorium or for an 
advancement of the corporate taz paymeuts at a snore rapid rate then originally 
planned. 

As a result of these extraordinary defense requiremenis, this bill provides ad- 
ditional temporary revenues desigued to improve the budgetary outlook for botli 
the fiscal years 1900 aud 1967 as indicated in table 8. 

Its provisions will increase revenues over present law yields in the current 
fiscal year by an estimated $1. 2 billion on a. n administrative budget basis aud by 
$4. 8 billion in the following fiscal year. As a result, the deficit iu the adminis- 
tration's budget expected for fiscal 1900 ivill be reduced from $7. 0 to $0. 4 billion, 
and will fall sharply to $1. 8 billion in fiscal 1907. Viewed from the basis of the 
consolidated cash budget, the results Of the bill will be even more siguificant. 
The anticipated consolida. ted cash budget deficit for the fiscal year 1900 is ex- 
pected to be $0. 9 billion. In the fiscal year 1967, this deficit will be eliminated 
and a small surplus achieved as a consequence of the $5 billion that v;ill be atlded 
to cash receipts by this bill in that year. 1&&loreover, the bill will increase fiscal 
1900 cash receipts by $1. 2 billion. 
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TAI&LE 3. — Comparison of administrative budget receipts and ezpenditures toith and 
without H. R. 18M8, fiscal years 19(ld and 1967 

(In billions of dollars] 

Fiscal year 
1966 

Fiscal year 
1967 

Change 
fiscal year 
1967 over 
fiscal year 

1966 

Expenditures 
Receipts without bill 

Deficit without bill 

Increase in receipts under bfil 
Total receipts (including those under this bill) 

Deficit after talting account of revenues under this bill 

106. 4 
98. 8 

7. 6 

+1. 2 
100, 0 

6. 4 

112. 8 
106. 2 

6. 7 

+4, 8 
111. 0 

1. 8 

+6, 4 
+7, 3 

— 0. 9 

+3. 7 
+11 0 

— 4. 6 

Norz. Figures are based on President's budget message, and therefore totals include estimated efiects 
of proposed legislation other than H. R. 12752. Figures are rounded and will not necessarily add to totals. 

The modifications in collection procedures enacted in this bill — that is, grad- 
uated withholding, tighter declaration requirements quarterly self-employment 
tax payments, and faster corporate income tax payments — will have a signficant 
eftect on revenues even though they will not increase tax liabilities. These 
changes in timing will result in the collection of some revenues in fiscal 1966 and 
fiscal 1967 which would otherivise not be collected until the following years. 
Once the transition to the new collection procedures is completed, however, tax 
payments by individuals and corporations during each fiscal year will (apart 
from the effect of growth in the economy) be no greater than under present law. 

It is expected that the increased tax collections that result from this bill will 
have a nioderating infiuence on the expenditures of individuals and business 
firms. This infiuence will tend to offset the expansionary effects of increased 
defense expenditures. Such a policy is appropriate in view of the near capacity 
levels of output and employnient at ivhich the economy is now operating. Iu the 
absence of the moderating influence of increased tax collections, the total of pri- 
vate deniand and Government requirements ivould threaten to exceed the present 
capacity of the Nation's productive resources, and in that manner constitute a 
threat to price stability. 

The Nation has enjoyed 5 years of uninterrupted economic expansion, the long- 
est period of peacetime expansion in U. S. business cycle annals. In 1961, at the 
start of the expansion, civilian labor force uneniployment reached 7 percent and 
22 percent of mauufacturing capacity remained idle. The Revenue Acts of 1962 
[P. L. 87 — 834, C. B. 1962 — 3, 111] and 1964 [P. L. 88 — 272. C. B. 1964 — 1 (Part 2), 6] 
and the Excise Tax Reduction Act of 1965 [P. L. 89 — 44, C. B. 1960 — 2, 668] were in 
large part directed at the removal of restraints to growth in the private sector of 
the econouiy arising from tax rates that were too hi h. I. argely as a result of 
these measures, the rate of uneiupl&&ynient fell to 4 percent of the labor force in 
January 1966, and the capacity utilization index in inanufacturing rose to 91 
percent in the fourth quarter of 1965. 

Today the gap between potential and actual output has thus been greatly nar- 
rov ed. This is suggested by the recent behavior of the consumer and wholesale 
prices indexes. After 4 vcars of virtual stability, the index of wholesale prices 
increased 2 percent from 1964 to 1966&. The percentage increases in the consumer 
price index from 1960 to 1964 averaged 1. 2 percent a year. In 1965 the percentage 
increase was 1. 7 percent and ivould have been 1. 9 or 2 percent but for the effect 
of excise tax reductions enacted in the Excise Tax Reduction Act of 1965. 

Evidence of the approach to the full use of our capacity is also indicated in 
statistics on capacity utilization rates in various industries. In December 1965, 
several important industries ivere operating at or above their preferred operating 
rates and the overall utilization index was only 1 point below the average 
preferred operating rate. 

As pointed out to your comniit tee by the Secretary of the Treasury, the various 
provisions of the bill ivill have a restraining iufiuence on demands on available 



capacity. Following the enactment of this bill, the amounts withheld from in- 
dividual wages ivill increase by $1. 24 billion at annual rates under tbe six-rate 
graduated withholding system. Zyhile these increased collections of $1. 24 billion 
will be refiected in reduced amounts of tax due when final returns are filed in the 
spring of 1907 and, to a limited extent, in increased tax refunds, they will tend 
to reduce co»sumer purchases during the remaining portion of 1900 a»d during 
tbe early months of 1907. 

The fiscal effect of more accurate withholding will be reinforced by the require- 
meut that taxpayers pay at least tZO percent of their liability for the year througli 
withholding, payments of estimated tax, or both, to avoid penalties for underpay- 
ments of estimated tax. This, too, will tend to lessen consumer spending during 
this period of extraordinary military expenditures. Presently only 70 percent 
of the final liability need be paid to avoid the application of penalties. (As under 
present law, however, penalties will not be imposed where paynients equal the 
prior year's tax or are based on tbe prior year's income, or certain other 
conditions are met). 

The postponenzent of some corporate investment expenditures, as will occur as 
a result of the acceleration of corporate tax payments for the hirger corporations 
will be favorable to continued economic stability. Current levels of corporate 
investment in new plant and equipment are high. Outlays for business fixed 
investment rose by 11. 5 percent in 1964 and by' 15. 4 percent in 1965 as compared 
with an average annual rate of increase of 7. 5 percent in 1902 and 1903. Preseiit 
announced plans indicate that investment will again increase at a rapid rate in 
the the first half of 1900. Mild restraint, therefore, niay weil promote better 
balance between the rate of growth of output and investment in expanded capac- 
ity. It will also support our effort to reduce the deficit in our balance of pay- 
ments to manageable levels. A source of. strength in the balance-of-payments 
outlook in recent years has been the coinparative stability in the prices of U. S. 
goods as compared to rising prices of the goods of other nations. 
8. Correlating zeit?z?zo?z?bzg zcith taa' liubilitiee 

Apart from their beneficial budgetary and economic elfects, improved collection 
techniques will mean important benefits to taxpayers. U»der graduated with- 
holding, amounts zvithheld will more nearly approximate final liabilities. In 
particiilar, fewer taxpavers will have substantial amounts of tax to pay when 
they file their final return for the year. Last year for many taxpayers the fact 
that such bills remained to be paid in the spring of 1965 caused a nieasure of 
financial hardship and considerable resentment which tended to blunt the very 
substantial benefits provided by tbe Revenue Act of 1964. Unless raduated 
withholding is enacted, this experience is likely to be repeated in future years. 
Thus, this is a desirable iinprovement in collection procedures wholly apart from 
the temporary revenue increase. 

Your committee's bill incorporates a special withholding allowance which pro- 
rides relief for those taxpavers who itemize deductions and would otherzvise find 
that withholding resulted in substantial unwanted overpayment of tax. This 
feature will also promote more accurate withholding as is shown subsequently in 
table 4 in this report. 
8. Change in corporate paynzents merely an adeunce in timing 

The proposal regarding corporate tax payments accomplishes by 1907 what 
would otherwise be accomplished by 1970. The Reve»ue Act of 1904 provided 
that corporations were to estimate and pay currently that portion of their tax 
liability expected to exceed $100, 000, but the transition to current payment was 
scheduled over a. period which vz as to end in 1970. This bill simply achieves that 
transition by 1907. Instead of paying 9 percent of their estimated liabilities in 
excess of $100, 000 in April and June of 1906, calendar-year corporations will be 
required to pay 12 percent. In the final two quarters of 1966, these corporations 
will pay the same percentage, 2o percent, of these estimated liabilities as they are 
required to pay under present law. In 1907, these corporations will be required 
to pay in each quarter amounts equal to 25 percent of their estimated liabilities 
in excess of $100, 000. Under existing law, they would pay installments of 14 
percent of this estimated liability in April and June 1907 and installments of 25 
percent in September and December 1907. TaMes 9 and 10, presented subse- 
quently in this report, show the schedules of payments under present law and 
under the bill. 
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l&. Self-enrployrncnt social security tan placed on current busts. 
This 'bill makes provision, for the first time, for the declaration and quarterly 

payment of estimate&1 social security tax liabilities with respect to self-employ- 
rnent income. This bill places self-employed persons on the same current pay- 
ment basis for social security tax purposes as they are on now for income tax 
purposes, and does so with a minimum degree of added complication. The 
declaration and estimated taxpayment system now in efi'ect is simply broadened 
to include estimated self-employment social security tax. 
5. Tu&o-year moratorium for auto and telephone eacrse reductr'ons 

The excise tax rate reductions scheduled under present law for 1966 and 
later years in the case of telephone service and passenger automobiles are not 
rescinded by this bill. They are merely postponed for 2 years. This bill makes 
explicit provision for reduction on April 1, 1968, of these rates to the levels which 
would prevail under existing law, emphasizing the fact that the moratorium on 
rate re&luction, while necessary in view of current budgetary and economic 
conditions, is not intended to cancel the eventual reductions of the 1966 act. 
Thus, the bill as reported by your committee in this respect differs to a signifi- 
cant degree from the proposals of the administration: the administration would 
have postponed the auto and telephone excise tax reductions for 2 years — not 
only the reductions occurring in the next 2 years, but also the reductions occur- 
ring after that time. Your committee's bill. on the other hand, merely provides 
a moratorium for the reductions which would under present law occur in the 
next 2 years. Under the bill, the rates will fall at the end of the 2-year period 
to the level they would have been at under present law at that time, and 
subsequent reductions under present law are not further postponed. 

The excises on telephone service and passenger automobiles are selected for a 
nuniber of. reasons in addition to the fact that they yield substantial revenues. 
They are currently in effect, so that a inoratorium on rate reduction is a much 
siinpler matter administratively for business firms and the Government (. . ince 
the paynient and collection machinery is still in effect) than the reinstitution 
of excises previously repealed. The fact that these excises were not repealed 
outright by the Excise Tax Reduction Act of 1966 but were scheduled for gradual 
reduction also is indicative of the order of priorities in excise tax reduction 
established by the Congress in 196o. Moreover, the burden of these taxes is 
widely dispersed over the population, and, therefore, a disproportionate burden 
will not be imposed on a narrow segnient of the population as a result of the 
moratorium. 

IV. GENERAL EXPLANATION 

1. Graduated rctthholding. (Sec. 101 of the bill and sec. 3402 of the code. ) 
(a) Present laic. — Under present law, employers withhold I& ederal income tax 

from wages and salaries at the rate of 14 percent after recognizing the ivith- 
holding exemptions claimed by an emplovee for himself, his rvife and anv 
dependents. The 14-percent rate is equivalent to the average of the four tax 
rates which apply to the initial 82, 000 of taxable income ($4, 000 for married 
coul&les), reduced to refiect the 10-percent standard deduction. To further 
reflect the standard deduction, the value of exemptions is increased from $600 
to $667 for withholding purposes. 

Employees claim withholding exeniptions by filing withholding exemption 
certificates with their employers. These certificates remain in force until super- 
seded bv the submission of later ones. The number of exemptions claimed may 
be less than, but cannot exceed, the number of allowable exemptions. If the 
employer agrees, the employee may arrange to have extra amounts withheld 
from his wages. 

The present 14-percent withholding rate went into effect on March 5, 1964' 
implementing the rate reductions enacted in the Revenue Act of 1964. It super- 
seded the withholding rate of 18 percent rvhich had been in effect since 1954 
The latter was equivalent to the 20-percent tax rate on the first $2, 000 of taxabl~ 
income ($4, 000 for niarried couples) reduced to reflect the 10-percent standard 
deduction. 

(l&) General eaplanation of graduated rates. — Under the present withholding 
system, taxpavers. including those who derive all their income from wages 
subject to withholding, often find that the amount of tax withheld from their 



wages dii'fers substantially from their income tax liability for the year. As a 
result, if the present system were continued, an estimated 12. 5 million tax returns 
would show a tax liability for the year 1966 significantly in excess of the amount 
of tax withheld. At the same time, an estimated 89. 8 million taxpayers, 20 mil- 
lion of them with incomes of g5, 000 or less, would have tax liabilities significantly 
less than the amounts withheld from them. Those taxpayers who are under- 
withheld, in the sense that withholding falls short of their tax liability, must 
make payments when they file their final return for the year. When such 
payments are unexpected, as they were for manv taxpayers in 1965, they can 
cause resentment and, at times, financial hardship. While taxpayers who are 
overwithheld receive a tax refund when they file their final returns, for some, 
particularly those whose refuud is large relative to their income, it ca. n be a 
hardship i:o wait for such a refund. 

In the past the single-rate withholding structure resulted both in substantial 
underwithholding and overwithholdiug. However, the problem has become 
worse. With respect to underwithholding, the steady rise in individual and 
family incomes has lifted many taxpayers into income brackets where the preseut 
withholding rate falls substantially short of their effective rate of tax. More- 
over, important structural provisions enacted in the Revenue Act of 1964 are not 
reflected in the present system. 

Formerly, the first taxable income bracket covered the initial Q2, 000 of taxable 
iucome for single persons and the initial $4, 000 of taxable income for married 
couples. In 1964 this rauge of taxable income was divided into four smaller 
brackets. To preserve the relationship between the withholding rate and taxable 
income that existed in the past, adopt a withholding rate that refiected the 
average of the first four statutory. rates rather than the lowest such tax rate. 
The Revenue Act of 1964 also introduced the minimum staudard deductiou. 
This provisiou permits taxpayers with incomes which are low in relation to the 
size of their family to deduct an amount which exceeds 10 percent of their 
adjusted gross income even though they do not itemize deductions The present 
withholding system, however, still takes into accouut only the 10-pen eut 
standard deduction. 

As a result of the structural chauges enacted in 1964, the present 14-percent 
withholding rate overwithholds on persons whose taxable income is less than 
$2, 000 if single or $4, 000 if married. This is true eveu. though such persons 
claim only the standard or minimum standard deduction, derive all their income 
from wages subject to withholding, are steadily emploved during the year, and 
experience no increase in exemptious during the year. 

At the same time, persous with iucomes above these limits are likely to 
experience underwithholding, since they are subject to income tax rates well in 
excess of 14 percent. Thus, of the 68. 1 million tax returns expected to be filcd 
in 1966 upon which wages and salaries will be noted and with respect to which 
no declaration payments will be made, on only 10. 8 million returns would tax 
withheld come within ~810 of the actual liability under the preseut withholding 
system. Of the remaining o2. 8 million returns, 89. 8 million would show over- 
withholding and 12. o million, underwithholding. 

The withholding system proposed in your committee's bill will insure that 
for most wage earners amounts withheld will more closely approximate the 
final tax liability. The proposed system reflects fully the graduated rates iu 
the income tax rate scale for taxable incomes up to $12, 000 for single persons 
and ~24, 000 for married couples. Even for returns with higher taxable incomes 
which show wage income, graduated withholding will be far more accurate than 
the existing system. Moreover, these returns number only an estimated 600, 000. 

The proposed system also reflects the minimum standard deduction. This fact, 
taken in conjunction with the graduated rates aud the withholding allowances, 
will reduce the amount of orerwithholdiug from those with low and middle 
incomes, as is shown in table 4. It is estimated, for example, that ou returns 
listing income of $5, 000 or less, the total amount of overwithholding will decline 
by $580 million. This will be sufficient to reduce the number of returns in this 
group on which overwithholding exceeds $10 from 20. 0 to 12. 9 million and to 
increase the number of returns on which withheld tax comes to withiu $10 of 
the final liability from 8. 4 to 15. 4 million. On returus with incomes of $5, 000 
but less than $10, 000, overwithholding will be reduced by $815 milliou, largely 
as a result of the provision for withholding allowances described below. 

Your committee's bill includes a special relief provision which persons ivith 
substantial itemized deductions may elect and which further improves the 
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accuracy of the withholding system. This feature, which was not included in 
the President's recomznendations, permits taxpavers to claim withholding allow- 
ances vvith their employer, which will have the same effect, as withholding 
exemptions, when their estimated iteznized deductions exceed a specified amount 
of their estimated wage and salary iucome. 

The special relief provision is included in recognition of the fact that taxpayers 
with substantial itemized deductions are likely to be overwithheld under both 
the existing yvithholding rate and the proposed rate. Overwithholding occurs be- 
cause most of those who itemize have deductions which, in total, exceed the al- 
lowance for deductions which is built into both the existing withholding system 
and the system provided in this bill. In both cases, the allowance for deductions, 
apart from the allowance for the minimum standard deduction, is equal to 10 per- 
cent of wage and salary income. In 1962, for example, itemized deductions were 
equal on the average to 19. (i percent of the adjusted gros; incomes listed on the 26. 6 
million returns upon which the standard deduction was not employed. Under 14 
percent withholding, the resulting overwithholding arising from the use of these 
itemized deductions is estimated to account for 44 percent of the overwithholding 
at 1966 income levels. 

Under the graduated withholding rates, the importance of itemized deductions 
as a cause of overwithholding would increase substantially in the absence of the 
special relief provision. It is estimated that the amount of overwithholding 
due to itenzized deductions would increase to $8. 7 billion at 1966 income levels and 
would comprise 59 percent of the expected amount of overwithholding. More- 
over. if voluntary adjustnzents are disregarded as a source of ovcrwithholding, 
the percentage of overwithholding attributable to itemized deductions would 
approximate 70 percent. 

The special provision is not intended for the use of all taxpayers with wage 
income who itemize their deductions, but is designed for the relief of those per- 
sons for whozn overwithholding might otherwise become a burden. Therefore, 
when estiznated wages are $7, F00 or less, withholding allowances are based on 
the amount of itemized deductions estimated to exceed 12 percent of wage and 
salary income and, when estimated wage income exceeds gi, F00, they are based 
on the total of $900 (12 percent of $7, o00) plus 17 percent of wage and salary 
income in excess of $7, 500. Withholding allowances are not based on the excess 
of estimated itemized deductions over 10 percent of estimated wage and salary 
income in recognition of the fact that many taxpavers receive some income that 
is not subject to withholding and that the average amount of such income is 
greater at high-income levels than at low-income levels. The method of com- 
puting withholding allowances minimizes the possibility that a taxpayer who 
receives dividends interest or other nonwage sources of income will inadvertently 
overconzpensate for his itemized deductions and have a bill due at the end of 
the year svhich he would not otherwise have incurred. It also reduces the effect 
of overestimates of deductions, or underestimates of income, leading to 
underwithholding. 

Table 4 indicates the et'feet of the graduated withholding provision of the bill 
and contrasts that effect with the present system and the 6-rate system recom- 
memled by the President. 

Eaplanatiozz, of proz'isions. — (a) Graduate&i zaitlzizoZding gcncrallg. — Your com- 
mittee's bill su'bstitutes six graduated rates for the present v. ithholding rate and 
incorporates features designed to reflect the mininzum standard deduction. 
Moreover, it permits employees who would otherwise be overwithheld to make 
adjustments if their itemized deductions exceed specified amounts. 

The graduated rates, which range from 14 percent to 80 percent, are included in 
two separate rate schedules, one for single persons and heads of households, 
and the other, with wider brackets to take account of statutory income splitting, 
for married persons and survivin spouses. 

The minimum standard deduction is tal-en into account by raising the value of 
the exemption to $700 for withholding purposes and by establishing an initial 
band of wage income after exemptions, equal to $200 on an annual basis, from 
which no tax vill be withheld. This is consistent with the provisions re arding 
the minimuzzz standard deduction, which provide a deduction equal to a 'basic 
$200 amount for a single person, a head-of-household, or a married couple, and 
an additional, '$100 amount for each exemption claimed. The rate schedule re- 
flects an allowance for deductions of approximately 10 percent of wage and 
salary income at wage levels where the minimum standard deduction is not used. 



TABLE 4. — Effect of graduated withholding provisions of FI. R. 187M 1 

Present 
14 percent 

with- 
holding 

6-rate 
system 

Extra 
$700 al- 

lowance s 

Com- 
bined 
total 

Change resulting from— 
Gradu- 

ated 
with- 

holding 

All returns: 
A, Number of returns (millions): 

1. Overwithholding 
2. Underwithholding 
3. Breakeven s 

4. Total 
B. Amount (millions of dollars): 

1. 0 ver withhold in g 
2. Underwithholding 

39. 8 
12. 5 
10. 8 

63. I 

6, 130 
2, 700 

— 6. 3 -3. 5 
+9. 8 

+50 — I, 190 

-0. 7 
+0. 6 
+0. I 

-700 
+70 

-7. 0 -2. 9 
+9. 9 

-650 -I, 120 

32. 8 
9. 6 

20. 7 

6, 480 
1, 580 

3. Total withholding 
Vnder 35, 000 adjusted gross income: 

A. Number of returns (millions): 
1. Overwithholding 
2. Vnderwithholding 
3, Breakeven s 

20. 0 
3. 0 
8. 4 

-7. 0 
(s) 
+7. 0 

36, 440 + I, 240 -770 

-0. 1 
+0. 1 
(') 

+470 

-7. I 
+0. I 
+7. 0 

36, 910 

12. 9 
3. I 

15. 4 

4. Total 
B. Amount (millions of dollars): 

1. Overwithholding 
2. Underwithholding 

3. Total withholding 
$5, 000 to $10, 000 adjusted gross income; 

A. Number of returns (millions): 
1. Overwithholding 
2. Underwithholding 
3. Breakeven s 

4. Total 
B. Amount (miHions of dollars): 

1. Overwithholding 
2. Underwithholding 

31. 4 

2, 130 
340 

6, 720 

15. 0 
5. 7 
2. 0 

22. 7 

3, 000 
760 

-500 
(4) 

-500 

— 1. 4 -1. 2 
+2. 6 

-20 
-250 

— 80 
(') 

-80 

— 0. 4 
+0. 3 
+0. I 

— 355 
+25 

-580 
(') 

— 580 

-1. 8 — 0. 9 
+2. 7 

— 375 — 225 

31. 4 

I, 550 
340 

5, 140 

13. 2 
4. 8 
4. 7 

22. 7 

2, 625 
535 

3. Total withholding 
$10, 000 and over adjusted gross income: 

A. Number of returns (millions): 
1. Overwithholding 
2. Underwithholding 
3. Breakeven s 

4. 8 
3. 8 
0. 4 

+2. I — 2. 3 
+0. 2 

17, 140 +230 — 380 

— 0. 2 
+0. 2 
(') 

-150 

+1. 9 — 2. I 
+0. 2 

16, 990 

6. 7 
1. 7 
0. 6 

4. Total 
B. Amount (millions of dollars): 

1. Overwithholding 
2. Underwithholding 

9. 0 

I, 000 
I, 600 

+570 -265 +305 
-940 +45 — 895 

9. 0 

I, 305 
705 

3. Total withholding 13, 570 + I, 510 — 310 +I, 200 14, 780 

t Based on taxable snd nontaxable returns with no declaration payments. 
s Assumes $4 utilization by eligible persons. 
s Breakeven defined as within $10 of the tax liability. 
s Negligible. 
Norx. — Based on calendar year 1966 levels of income. The terms "overwithholding" snd "underwith- 

holding" in this table means the difference between actual tax liabilities (based on all types of income, 
deductions, etc. ) and the amount of tsx withheld from wages snd salaries. 

Source: Office of the Secretary of the Treasury, Office of Tax Analysis. 

The withholding rate schedules for single persons and married persons as 
applied to an annual basis are as follows: 

SINGLE PERSON 

If the amount of wages reduced by 3700 times the 
number of exemptions 1st 

Not over $200 
Over $200 but not over $700 
Over $700 but not over $1, 200 
Over $1, 200 but not over $4, 400 
Over $4, 400 but not over $8, 800 
Over $8, 800 but not over $11, 000 
Over $11, 00 

The amount of income taz ta be withheld is 

0. 
14% of wages in excess of $200. 
$70 plus 15% of wages in excess of $700. 
$145 plus 17% of wages in excess of $1, 200. 
$689 plus 20% of n ages in excess of $4, 400. 
$1, 569 plus 25% of wages in excess of $8, 800. 
$2, 119 plus 80% of wages in excess of $11, 000. 



MARRIED PERSON 

lf the amount of u&ages seduced by &&700 times the 
number of esemr&tions is: The amount of income tas to be mahheid ist 

Not over $200 0. 
Over $200 but not over $1, 200 14% of wages in excess of $200. 
Over $1, 200 but not over $4, 400 $140 plus 15% of wages in excess of $1, 200. 
Over $4, 400 but not over $8, 800 $620 plus 17% of wages in excess of $4, 400. 
Over $8, 800 but not over $17, 700 $1, 368 plus 20% of wages in excess of $8, 800. 
Over $17, 700 but not over $22, 000 $3, 148 plus 25% of wages in excess of $17, 700. 
Over $22, 000 $4, 223 plus 30% of. wages in excess of $22, 000. 

As under present law, eniployers will be permitted to compute withholding by 
means of either wage-bracket tables or by means of a percentage method. Wage- 
bracket tables for the various payroll periods now recognized, as set forth in the 
'bill, will be distributed by the Internal Revenue 'Service. Instructions for apply- 
ing the percentage method Ivill also be supplied. 

With re ard to any irregular suppleniental wage payment, such as a bonus, 
employers will be permitted either to compute withholding by treating the pay- 
ment as if it were part of the current or preceding regular wage payment or by 
applyiiig a tlat percentage rate to the suppleruental wage paymeut without making 
any alloivance for exeinptioiis. It is expected that the regulations will provide 
for a flat rate of arounil 20 percent. 

For the purpose of graduated withholding, married persons will be required to 
file new withholding exemption certificates with their employers if they wish to 
have the tax withheld froni theni based on the rates applicable to niarried couples. 
A person who is married to a uonresident alien, or a person legally separated from 
his spouse under a decree of divorce or separate maintenance, will be considered 
single for withholding purposes. A "surviving spouse" — i. e. , a person whose 
spouse died during one of the two irumediately preceding taxable years — and also 
a person whose spouse died during the taxable year, will be considered married 
for withholding purpi&ses unless the deceased spouse was either a nonresident 
alien or was legally separated from the taxpayer under a decree of divorce or 
separate ruaintenance at the time of his death. 

Employers are required to compute ivithholding on the ba. sis of the rates ap- 
plicable to single persons if an employee fails to submit a new withholdiug ex- 
emption certificate. 

(b) I('tthholdtnp ailotaanccs for persons Icith sttbstantiai itci»i'cd dcdactio»s. — 
Your committee's bill establishes a procedure whereby taxpayers with relatively 
large itemized deductions may claim withholding allowances in addition to the 
regular ivithholding exemptions. Each of these allowances will have the same 
effect on withholding from wages an(1 salaries as a clairoed exemption; that is, 
it will exempt $700 from withholding on an annual basis. 

Taxpayers who wish to utilize this procedure will be required to esiimate their 
wage and salary income aud the amount of their itemized deductions. The 
amount of estiniated wage and salary income for this purpose, however, may not 
bc less than the amount shown on the return for the previous year, while the 
estimated amount of itemized deductions may not exceed the amount of such de- 
ductions claimed on the tax return filed for the previous year. 

For those with estimated wage or salary incomes of $7, 500 or less, the number 
of withholding allowances will be based on the amount by which estimated item- 
ized deductions exceed 12 percent of estimated wage and salary income. For 
those with higher estimated ivages, the allowances will be based on the excess 
over the total of $000 (12 percent of $7, 500) plus 17 percent of estimated wage 
and salary income in excess of $7, 500. One allowance may be claimed with re- 
spect to each full $700 of such excess. For example, if his estiinated wage in- 
come for the year is $7, 000, a taxpayer with $2, 000 in estiruated itemized deduc- 
tions will be permitted to claim one withholding alloivance based on the fact that 
his estimated itemized deductions exceed 12 percent of his estimated wages bv 
more than $700 but by less than $1, 400. 

Claims for withholding alloivances will be filed by employees with their em- 
ployers on withholding exemption certificates or similar forms. The employer 
will then withhold tax on the basis of the total of the claimed exemptions and 
withholding allowances. For a calendar year taxpayer, claims for withholding 
allowances will remain in eftect during the period in the calendar year which 



remains after the claiin is filed and, unless a claim for the next year is filed, for 
the first 4 months of that year. Withholding allowances must be claimed 
anew each year. After iilay 1 of each year, employers will be required to dis- 
regard withholding allowances claimed on withholding exemption certificates 
filed in a prior calendar year. The fact that withholding allowances must be 
disregarded when a new claim is not filed will not affect the number of exemptions 
for dependents, etc. , to be taken into account. The employer will continue to 
compute ivithholding on the basis of. the number of these exemptions shown on 
the last withholding exemption certificate filed by the employee. 

The Secretary of the Treasury or his delegate is authorized to design ready 
reference ta'bles which will simplify the determination of the number of with- 
holding allowances to which an employee is entitled and it is the committee's un- 
derstanding that this will be done. When promulgated, such tables will be sup- 
plied to emplovers for the guidance of their employees. The Secretary of the 
Treasury or his delegate is further authorized to take into account in these tables 
(or in other ways), the fact that, at high-income levels, the withholding rates 
established by this bill are sufficiently below the tax rates so as to offset the need 
for additional withholding allowances. 

To facilitate the above procedure, the liill increases the number of dates on 
ivhich eiuployers will be required to recognize changes in the number of exenip- 
tions and withholding allowances claimed by employees. In addition to the exist- 
ing January 1 and July 1 status determination dates upon which such changes 
must noiv be recognized, the bill adds the further dates of 3lay 1 and October 1. 
As under existing law, employers will be permitted to give effect to amended 
withholding exemption certificates prior to the given dates if they wish to do so. 

The bill also provides that for married couples the computation as to whether 
they are entitled to withholding allowances must be made on a joint basis unless 
they filed separate returns for the prior year and expect to file separate returns 
for the current year. AIarried couples niay divide the exemptions and withhold- 
ing allowances to which they are jointly entitled if both receive wages subject to 
withholding. Furthermore, the bill requires that employees who work simul- 
taiienusly for two or more employers may claim withholding allowances with 
only one of these employers. 

The bill also provides a civil penalty of $60 to be imposed when a taxpayer 
lists wage and salary iucome of less than the amount received in the previous 
year or if he lists itemized deductions in excess of the amount claimed in the 
previous year. The civil penalty does not apply, however, if the misstatement 
does not result in reduced withholding or the tax liability does not exceed the 
amount withheld plus the payments of estimated tax. 

Present law (sec. 7206) already provides that where an individual who is re- 
quired to supply inforination to his employer under the withholding tax provision 
willfully supplies false or fraudulent information or v"illfully fails to supply in- 
formation he is to be fined not more than $600 or imprisoned for not more than 1 
vear, or both. This presently applies to withholding tax exemptions and, under 
the bill, is extended to withholding allowances since for purposes of the internal 
revenue laws these allowances are treated as withholding exemptions. It should 
be noted, however, that this criminal penalty applies only in the ease of "willful 
violations, " and in practice it is applied only where the omission or failure results 
in a substantial amount of under' ithholding. 

(c) Effective date. — Withholding under the new graduated rates is to apply 
with respect to reiuuneration paid after Aliril 60, 1966. The special relief pro- 
cedures for persons with substantial itemized deductions ivill apply in years 
beginnin after December 81, 1960. It was thought that this latter provision 
should not apply before 1907 because time ivas needed to acquaint taxpayers with 
the basic 0-rate graduated withholding svstem. BIoreover, since the graduated 
svstem is not in effect for the first 4 months of 1966, and any overwithholding 
attributable to these rates is not expected to be serious in 1900. 

(d) Reiccnae effect. — It is estiruated that the proposals relating to graduated 
withholding will increase the amount of tax withheld bv &1, 240 inillion at annual 
rates during the calendar year 1906. IVhen the procedures for claiming ivith- 
holding allowances:become eilective, this amount will be reduced, if two-thirds 
of those eligible avail themselves of the procedure, to $470 million. As a result 
of the increase in aniount. withheld, there will be a temporary iucrease in Federal 
tax collections of $96 million in bud et receipts in the fiscal year 1900 and an 
increase of s27. & million in 'budget receipts for the fiscal year 1!9)7. A decrease 
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in revenue of $190 million is expected in the fiscal year 1958 because the impact 
of the withholding allowance system is not fully eftective until that time. 

(0) Effect of graduated uithholdaing at different income tevcts. — Table 5 com- 
pares the average amount of overwithholding and underwithholding under pres- 
ent law and under the graduated withholding system for all returns, for those 
with adjusted gross income utuler $5, 000, for those with income between $5, 000 
and $10, 000, and for those with such income over $10, 000. As is indicated in this 
table, your committee's bill makes a substantial reduction in underwithholding, 
decreasing this in the average case from $151 to $79. In addition, the bill, 
although primarily concerned with underwithholding, also substantially decreases 
overwithholding as well. This is attributable both to the provision for the mini- 
mum standard deduction in the lower brackets and also to the provision for a 
withholding allowance for those with substantial overwithholding. It should be 
noted that in the average case overwithholding under your committee's action is 
decreased in all ~three of the major income categories as well as on an overall 
basis. 

TARLE 5. — Comparison of average amounts of underwithholding and overwithholding 
under present law and under the tax adjustment bill of 1966 

Present 14 percent withholding Graduated withholding includ- 
ing withholding allowances 

Returns ' Amount Average Returns ' Amount Average 

Alj returns: 
Overwitbbojding 
Und erwithbolding 

Under $5, 000 adjusted gross income: 
Overwitbboidiag 
Uaderwitbboldiag 

$5, 000 to $10, 000 adjusted gross income: 
0 verwitbbojding 
Underwitbboldiag 

$10, 000 and over adjusted gross income: 
0 ver wit bb old jag 
Uaderwitbboiding 

24. 2 
7. 2 

16. 0 
6. 7 

5. 0 
4. 0 

2, 130 
340 

3, 000 
760 

1, 000 
1, 600 

Milliona Malioaa 
45. 2 $6, 130 
17. 9 2, 700 

88 
47 

188 
113 

200 
400 

20. 6 
10. 8 

15. 6 
7. 1 

7. 0 
2. 0 

Millions 
$136 43. 2 

151 19. 9 

Millions 
$5, 480 

1, 580 

1, 550 
340 

2, 625 
535 

1, 305 
705 

$127 
79 

75 
31 

168 
75 

186 
353 

' Returns from the $10 tolerance breakeven class have been assigned equally to overwitbbolding aad 
underwitbholdiag. 

Tables 6 — A through 5-G show the tax liability for single persons, married 
couples with no dependents, and married couples with two dependents for various 
wage income levels. This tax liability is shown for varying assumed levels of 
standard (or minimum standard) or itemized deductions. The assumptions 
shown are for a 10-percent deduction, a 15-percent deduction, a 20-percent deduc- 
tion, a 221/2-percent deduction, a 25-percent deduction, a 271/2-percent deduction, 
and a 30-percent deduction. With the tax liability in each of these cases, there is 
shown the amount withheld at the 14-percent flat rate of existing law and also 
under the graduated withholding provided by your committee's bill. The special 
withholding allowance provided by your cotumittee's bill for those with substan- 
tial itemized deductions begins to decrease overwithholding above the 15-percent 
level. ' Thus the impact of this allowance is shown only on tables 0 — C through 
0 — G. For these tables the effect of this allowance is taken into account in the 
amount of withholding under the graduated withholding system. However, the 
impact of graduated withholding with and without this allowance is shown in 
the columns relating to overwithholding or underwithholding. These tables show 
both the change in withholding from present law and the overwithholding or 
underwithholding under present law and under the graduated withholding system 
without regard to these allowances and with regard to these allowances. 

a Although itemized deductions are taken into account on the first $7, 500 of income 
where they exceed 12 percent, this nevertheless does not result in the availability of a 
special withholding allowance below the 15-perceat level because this allowance is available 
only when there is a full $700 above the 12 percent. 



TABLE 6 — A. — Tax liability and uithholding under present 1$ percent and graduated 
withholding (6-rate) for selected taxpayers (assumes 10 percent deductions or 
minimum standard deduction) 

Wage income Tax liability 

Present 
14 percent 

Graduated 
withholding 

Amount of withholding 

Change in 
withholding 

Present 
14 percent 

Graduated 
withholding 

Overwithholding (+) or 
underwithholding ( — ) 

SINGLE INDIVIDUAL 

$1, 000 
$2, 000. 
$3, 000 
$5, 000 
87 500 
810, 000 
$12, 500 
$15, 000 
$20, 000 
$25, 000 
835, 000 

$16 
163 
329 
671 

1, 168 
1, 742 
2, 398 
3, 154 
4, 918 
6, 982 

11, 627 

$47 
187 
327 
607 
957 

1, 307 
1, 657 
2, 007 
2, 707 
3, 407 
4, 807 

$14 
162 
332 
672 

1, 169 
1, 694 
2, 359 
3, 109 
4, 609 
6, 109 
9, 109 

— $33 — 25 
+5 

+65 
+212 
+387 
+702 

+1, 102 
+1, 902 
+2, 702 
+4, 302 

+$31 
+24 — 2 — 64 — 211 — 435 — 741 — 1, 147 — 2, 211 — 3, 575 

-6, 820 

— 82 -1 
+3 
+1 
+1 

-48 — 39 
45 — 309 

-873 
-2, 518 

MARRIED COUPLE, NO DE PENDENTS 

82, 000 
$3, 000 
$5, 000 
87, 500. 
810, 000 
$12, 500 
$15, 000 
$20, 000 
825, 000 
$35, 000 

$58 
204 
501 
914 

1, 342 
1, 831 
2, 335 
3, 484 
4, 796 
7, 997 

893 
233 
513 
863 

1, 213 
1, 563 
1, 913 
2, 613 
3, 313 
4, 713 

$56 
200 
500 
909 

1, 334 
1, 828 
2, 328 
3, 373 
4, 703 
7, 703 

— 837 — 33 — 13 
+46 

+121 
+265 
+415 
+760 

+1, 390 
+2, 990 

+$35 
+29 
+12 — 51 — 129 

-268 — 422 — 871 — 1, 483 — 3, 284 

-$2 
-4 — 1 -5 
— 8 -3 
-7 

-111 — 93 
-294 

MARRIED COU PLE, 2 DEPENDENTS 

83, 000 
$5, 000 
87 500 
$10, 000 
312, 500 
315, 000 
820, 000 
825, 000 
335, 000 

$4 
290 
686 

1, 114 
1, 567 
2, 062 
3, 160 
4, 412 
7, 529 

$46 
326 
676 

1, 026 
1, 376 
1, 726 
2, 426 
3, 126 
4, 526 

0 
$290 

671 
1, 096 
1, 548 
2, 048 
3, 048 
4, 283 
7, 283 

— $46 — 36 -5 
+70 

+172 
+322 
+622 

+1, 157 
+2, 757 

+$42 
+36 — 10 
-88 — 191 

-336 
-734 — 1, 286 — 3, 003 

-$4 
0 

+5 — 18 — 19 — 14 
-112 
-364 — 246 
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TABLE 6 — B. — Tax liability and fuithholding under present 1/ percent and graduated 
uithholding (6-rate) fur selected taxpayers (assumes I6 percent deductions or 
minimum standard deduction) 

Wage income Tax liability 

Amount of withholding 

Change in 
withholding 

Overwithholding (+) or 
underwithholding ( — ) 

Present G raduated 
14 percent withholding 

Present 
14 percent 

Graduated 
withholding 

SINGI E INDIVIDUAL 

$1, 000 
$2, 000 
$3, 000 
$5, 000 
$7, 500 
$10, 000 
$12, 500 
$15 000 . 
$20, 000 . 
$25, 000 
$35, 000 

$16 
161 
302 
624 

1, OSO 

1, 605 
2, 19S 
2, 884 
4, 498 
6, 382 

10, 700 

$47 
187 
327 
607 
957 

1, 307 
1, 657 
2, 007 
2, 707 
3, 407 
4, 807 

$14 
162 
332 
672 

1, 169 
1, 694 
2, 359 
3, 109 
4, 609 
6, 109 
9, 109 

-$33 — 25 
+5 

+65 
+212 
+387 
+702 

+1, 102 
+1, 902 
+2, 702 
+4, 302 

+$31 
+26 
+25 — 17 — 123 — 298 — 541 — 877 — 1, 791 — 2, 975 — 5, 893 

— $2 
+1 

+30 
+48 
+89 
+89 

+161 
j225 
+111 — 273 — I, 591 

MARRIED COU PLE, NO DEPENDENTS 

$2, 000 
$3, 000 
$5, 000 
$7, 500 
$10, 000 
$12, 600 
$15, 000 
$20, 000 
$25, 000 
$35, 000 

$58 
192 
458 
843 

1, 247 I 

1, 694 
2, 161 
3, 210 
4, 396 
7, 314 

$93 
233 
513 
863 

1, 213 
1, 563 
1, 913 
2, 613 
3, 313 
4, 713 

$56 
200 
500 
909 

1, 334 
1, 828 
2, 328 
3, 373 
4, 703 
7, 703 

+$37 — 33 — 13 
+46 

+121 
+265 
+415 
+760 

+I, 390 
+2, 990 

+$35 
+41 
+55 
+20 — 34 — 131 — 248 — 597 — 1, 083 — 2, 601 

— $2 
+8 

+42 
+66 
+87 

+134 
+167 
+163 
+307 
+389 

MARRIED COUPLE, 2 DEPENDENTS 

$3, 000 
$5, 000 
$7, 500 
$10, 000 
$12, 500 
$15, 000 
$20, 000 
$25, 000 
$35, 000 

$4 

616 
1, 019 
1, 430 
1, 897 
2, 910 
4, 058 
6, 866 

$46 
326 
676 

1, 026 
1, 376 
1, 726 
2, 426 
3, 126 
4, 526 

0 
$290 
671 

1, 096 
1, 548 
2, 048 
3, 048 
4, 283 
7, 283 

— $46 — 36 — 5 
+70 

+172 
+322 
+622 

+1, 157 
+2, 757 

+$42 
+58 
+60 
+7 — 54 — 171 — 484 — 932 — 2, 340 

— $4 
+22 
+55 
+77 

+118 
+15i 
+138 
+225 
+417 
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TARLE 6 — C. — Tax liabilities and Mithholding under present 1$ percent and graduated 
foithholding (6-rate) for selected taxpayers (assumes 80 percent deductions or 
minimum standard deduction) 

Amount of withholding Overwithholding (+) or 
underwithholding ( — ) 

Wage income 
Tax 

liability 
Present 14 

percent 

Graduated 
with- 

holding 
with 

allowance 

Change in 
with- 

holding Present 14 
percent 

Without 
allowance 

With 
allowance 

Graduated withholding 

SINGLE INDIVIDUAL 

$1, 000 
$2, 000 
83, 000 
85, 000 
$7, 500 
$10, 000 
312, 500---------- 
$15, 000 
$20, 000 
$25, 000 
$35, 000 

$16 
145 
276 
576 
998 

I& 480 
2, 022 
2, 638 
4, 096 
5, 800 
9, 772 

$47 
187 
327 
607 
957 

I, 307 
I, 657 
2, 007 
2, 707 
3, 407 
4, 807 

$14 
162 
332 
672 

I, 169 
I, 694 
2, 149 
2, 899 
4, 399 
5, 899 
9, 109 

— $33 — 25 
+5 

+65 
+212 
+387 
+492 
+892 

+I, 692 
+2, 492 
+4, 302 

+$31 
+42 
+51 
+31 — 41 — 173 

-365 
-631 — I, 389 — 2, 393 — 4, 965 

— $2 
+17 
+56 
+96 

+171 
+214 
+337 
+471 
+513 
+309 — 663 

— $2 
+17 
+56 
+96 

+171 
+214 
+127 
+261 
+303 
+99 

' — 663 

MARRIED COUPLE, NO DEPENDENTS 

$2, 000 
83, 000 
85~000 

$7, 500 
, '810, 000 
812, 500 
', 815, 000 
$20, 000 
$25, 000 
$35, 000 

$56 
170 
418 
772 

I, 152 
I, 556 
I, 096 
2, 960 
4, 044 
6, 668 

$93 
233 
513 
863 

I, 213 
I, 503 
I, 913 
2, 613 
3, 313 
4, 713 

$56 
200 
500 
909 

I, 334 
I, 688 
2, 188 
3, 198 
4, 493 
7, 283 

— $37 — 33 — 13 
+46 

+121 
+125 
+275 
+585 

+ I, 180 
+2, 570 

+$37 
+63 
+95 
+91 
+61 j7 — 83 — 347 — 731 — I, 955 

0 
+$30 
+82 

+ 137 
+182 
+272 
+332 
+413 
+659 

+I, 035 

0 
+$30 
+82 

+137 
+182 
+132 
+192 
+238 
+449 
+615 

MARRIED COUPLE, 2 DEPENDENTS 

$3, 000 . 
$5, 000 
87, 500 
810, 000 
$12, 500 
$15, 000 
f20, 000 
825, 000 
835, 000 

0 
$230 

552 
924 

I, 304 
I, 732 
2, 660 
3, 708 
6, 236 

$46 
326 
676 

I, 026 
I, 376 
I, 726 
2, 426 
3, 126 
4, 526 

0 
$290 

671 
I, 096 
I, 408 
I, 908 
2, 908 
4, 098 
6, 863 

— $46 — 36 — 5 
+70 
+32 

+182 
+482 
+972 

+2, 337 

+$46 
+96 

+124 
+102 
+72 — 6 — 234 — 582 -I, 710 

0 
+$60 
+119 
+172 
+244 
+316 
+388 
+575 

+I, 047 

+$60 
+119 
+172 
+104 
+176 
+248 
+390 
+627 

'Allowance does not increase underwithholding because of limitation provided by tbe bill. 
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TABLE 6 — D. — Tax liabilities and withholding under present 1$ percent and graduated 
withholding (6-rate) for selected taxpayers (assumes 88/~ percent deductions or 
minimum standard deduction) 

Amount of withholding Overwithholding (+) or 
underwithholding ( — ) 

Wage income 
Tax 

liability 
Present 14 

percent 

Graduated 
with- 

holding 
with 

allowance 

Change in 
with- 

holding Present 14 
percent 

Without 
allowance 

With 
allowance 

Graduated withholding 

VIDUAL GLE INDI SIN 

$1, 000 
$2, 000 
$3, 000 
$5, 000 
$7, 500 
$10, 000 
$12, 500 
$15, 000. 
$20, 000. 
$25, 000. 
$35, 000 

$16 
138 
263 
552 
957 

1, 418 
1, 935 
2, 518 
3, 901 
5, 519 
9, 308 

$47 
187 
327 
607 
957 

1, 307 
1, 657 
2, 007 
2, 707 
3, 407 
4, 807 

$14 
162 
332 
672 

1, 029 
1, 529 
'2, 149 
2, 899 
4, 189 
5, 689 
9, 109 

— $33 — 25 
+5 

+65 
+72 

+222 
+402 
+S92 

+1, 482 
+2, 282 
+4, 302 

+$31 
+49 
+64 
+55 

0 
-111 — 278 — 511 — 1, 194 — 2, 112 — 4, 501 

— $2 
+24 
+69 

+120 
+212 
+276 
+424 
+591 
+708 
+590 — 199 

-$2 
+24 
+69 

+120 
+72 

+111 
+214 
+381 
+288 
+170 

r -199 

MARRIED C OUPLE, N 0 DEPENDENTS 

$2, 000 
$3, 000 
$5, 000 
87, 500 
$10, 000 
$12, 500 
$15, 000 
$20, 000 
$25, 000 
$35, 000 

$49 
159 
398 
736 

1, 104 
1, 487 
I, 914 
2, 835 
8, 869 
6, 353 

$93 
233 
513 
863 

1, 213 
1, 563 
1, 913 
2, 613 
3, 313 
4, 713 

$56 
200 
500 
790 

1, 215 
1, 688 
2, 188 
3, 048 
4, 283 
7, 073 

— $37 — 33 — 13 — 73 
+2 

+125 
+275 
+435 
+970 

+2, 360 

+$44 
+74 

+115 
+127 
+109 
+76 — 1 — 222 — 556 — 1, 640 

+$7 
+41 

+102 
+173 
+230 
+341 
+414 
+538 
+834 

+1, 350 

+37 
+41 

+102 
+54 

+111 
+201 
+274 
+213 
+414 
+720 

MARRIED COUPLE, 2 DEPEND ENTS 

3, 000 
5, 000 
7, 500 
10, 000 
12, 500 
15, 000 
20, 000 
25, 000 
35, 000 

0 
$211 

520 
876 

1, 245 
1, 650 
2, 535 
3, 533 
5, 921 

$40 
326 
676 

1, 026 
1, 376 
1, 726 
2, 426 
3, 126 
4, 526 

0 
$290 

560 
977 

1, 408 
1, 908 
2, 768 
3, 923 
6, 653 

— $46 — 36 
-116 
-49 
+32 

+182 
+342 
+797 

+2, 127 

+$46 
+115 
+156 
+150 
+131 
+76 

-109 
-407 — I, 395 

0 
+$79 
+151 
+220 
+303 
+398 
+513 
+750 

+1, 362 

0 
+$79 
+40 

+101 
+163 
+258 
+233 
+390 
+732 

r Allowance does not increase underwithholding because of limitation provided by the bill. 
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PARLE () — E. — Tax liabilities and toithholding under present i4 percent and graduated 
toithholding (6-rate) for selected taxpayers (assumes 86 percent deductions or 
minimum standard deduction) 

Amount of withholding Overwithholding (+) or 
underwithholding (-) 

Wage income 
Tax 

liability 
Present 14 

percent 

Graduated 
with- 

holding 
with 

allowance 

Change in 
with- 

holding Present 14 
percent 

Without 
allowance 

With 
allowance 

Graduated withholding 

SINGLE INDIVIDUAL 

$1, 000 
$2, 000 
$3, 000 
$5, 000 
$7, 500 
$10, 000 
$1 2, 500 
$15, 000 
$20, 000 
$25, 000 
$35, 000 

$16 
130 
250 
528 
916 

1, 355 
1, 847 
2, 398 
3, 706 
5, 238 
8, 855 

$47 
187 
327 
607 
957 

1, 307 
1, 657 
2, 007 
2, 707 
3, 407 
4, 807 

$14 
162 
332 
672 

1, 029 
1, 529 
2, 149 
2, 689 
4, 189 
5, 479 
8, 899 

— $33 
-25 
+5 

+65 
+72 

+222 
+492 
+682 

+1, 482 
+2, 072 
+4, 092 

+$31 
+57 
+77 
+79 
+41 — 48 

-190 
-391 
-999 — 1, 831 — 4, 048 

— f2 
+32 
+82 

+144 
+ 253 
+339 
+512 
+711 
+903 
+871 
+254 

-$2 
+32 
+82 

+144 
+113 
+174 
+302 
+ 291 
+483 
+241 

& +44 

MARRIED COUPLE, NO DEPENDENTS 

2, 000 
, 000. 

5, 000 
7, 500 
10, 000 
12, 500 
15, 000 

$3 
$ 
$ 
3 
3 
$ 
3 
$ 
3 

20, 000 
25, 000 . 
35, 000 

$42 
148 
378 
701 

1, 057 
1, 418 
1, 831 
2, 710 
3, 694 
6, 038 

$93 
233 
513 
863 

1, 213 
1, 563 
1, 913 
2, 613 
3, 313 
4, 713 

$56 
200 
500 
790 

1, 215 
1, 688 
2, 048 
3, 048 
4, 098 
6, 863 

— $37 
-33 — 13 
-73 
+2 

+126 
+135 
+435 
+785 

+2, 150 

+$51 
+85 

+135 
+162 
+156 
+145 
+82 — 97 

-381 
-1, 325 

+$14 
+52 

+122 
+ 208 
+277 
+410 
+497 
+663 

+1, 009 
+1, 665 

+$14 
+52 

+122 
+89 

+158 
+270 
+217 
+338 
+404 
+825 

ARRIED COUPLE, 2 DEPENDENTS 

$3, 000 
$5, 000 
$7, 500 
$10, 000 
$12, 500 
$1 5, 000 
$20, 000 
$25, 000 
$35, 000 

0 
$192 

488 
829 

1, 185 
1, 567 
2, 410 
3, 358 
5, 612 

$46 
326 
676 

1, 026 
1, 376 
1, 726 
2, 426 
3, 126 
4, 526 

0 
$290 

560 
977 

1, 408 
1, 768 
2, 768 
3, 748 
6, 443 

-$46 — 36 
-116 
-49 
+32 
+42 

+342 
+622 

+1, 917 

-$46 
+134 
+188 
+197 
+191 
+159 
+16 

-232 
-1, 086 

0 
+$98 
+183 
+267 
+363 
+481 
+638 
+925 

+1, 671 

0 
+$98 
+72 

+148 
+223 
+201 
+358 
+390 
+831 

~ Allowance does not result in underwithholding because oflixnitation provided by the bill. 



TAItLE () — F. — Tax liabilities and withholding under present 1$ percenf, and gradu- 
ated withholding (6-rate) for selected taxpayers (assumes 87r/ percent deductions 
or minimum standard deduction) 

Amount of withholding Overwithholding (+) or 
underwithholding ( — ) 

Wage income 
Tax 

liability Graduated 
Present 14 with- 

percent holding 
with 

allowance 

Change in 
with- 

holding Present 14 
percent 

Graduated withholding 

Without With 
allowance allowance 

SINGLE INDIVIDUAL 

$1, 000 
$2, 000 
$3, 000 
$5, 000 
$7, 500 
$10, 000 
$12, 500 
$15, 000 
$20, 000 
$25, 000 
$35, 000 

$16 
122 
238 
505 
874 

1, 292 
1, 760 
2, 278 
3, 514 
4, 970 
8, 418 

$47 
187 
327 
607 
957 

1, 307 
1, 657 
2, 007 
2, 707 
3, 407 
4, 807 

$14 
162 
332 
553 

1, 029 
1, 389 
1, 969 
2, 689 
3, 979 
5, 269 
8, 479 

— $33 — 25 
+5 — 54 

+72 
+82 

+312 
+682 

+1, 272 
+1, 862 
+3, 252 

+$31 
+65 
+89 

+102 
+83 
+15 — 103 — 271 — S07 — 1, 563 — 3, 611 

— $2 
+40 
+94 

+167 
+295 
+402 
+599 
+831 

+1, 095 
+1, 139 

+691 

— $2 
+40 
+94 
+48 

+155 
+97 

+209 
+411 
+465 
+299 
r +61 

MARRIED COUPLE, NO DEPENDENTS 

$2, 000 
$3, 000 
$5, 000 
$7, 500 
$10, 000 
$12, 500 
$15, 000 
$20, 000 
$25, 000 
$35, 000 

$35 
136 
358 
665 

1, 010 
1, 854 
1, 748 
2, 585 
3, 519 
5, 723 

$93 
233 
513 
863 

1, 213 
1, 563 
1, 913 
2, 613 
3, 313 
4, 713 

$56 
200 
395 
790 

1, 096 
1, 548 
2, 048 
2, 908 
8, 923 
6, 653 

— $37 
-33 

-118 — 73 
-117 — 15 
+135 
+295 
+610 

+1, 940 

+$58 
+97 

+155 
+198 
+203 
+209 
+165 
+28 — 206 — 1, 010 

+$21 
+64 

+142 
+244 
+324 
+474 
+580 
+788 

+1, 184 
+1, 980 

+$21 
+64 
+37 

+125 
+86 

+194 
+300 
+323 
+404 
+930 

ARRIED COUPLE, 2 DEPENDENTS 

$ 
$ 
3, 000 
5, 000 
7, 500 
10, 000 

5, 000 

12, 500 
15, 000 
20, 000 
25, 000 

0 
$174 

456 
782 

1, 126 
1, 484 
2, 285 
3, 191 
5, 332 

$46 
326 
676 

1, 026 
1, 376 
1, 726 
21 426 
3, 126 
4, 526 

0 
$185 

560 
858 

1, 283 
1, 768 
2, 628 
3, 573 
6, 233 

— $46 — 141 — 116 — 168 — 93 
+42 

+202 
+447 

+1, 707 

+$46 
+152 
+220 
+244 
+250 
+242 
+141 — 65 — 806 

0 
+$116 
+215 
+314 
+422 
+564 
+763 

+1, 092 
+1, 951 

0 
+$11 
+104 
+76 

+157 
+284 
+343 
+582 
+901 

r AHowance does not result in underwithholding because of limitation provided by the bill. 
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TABLE 6 — G. — Tax liabilities and Mithhvlding under present 1$ percent and graduated 
teithholding (6-rate) for selected taxpayers (assumes 80 percent deductions or mini- 
mum standard deduction) 

Amount of withho)ding Overwithholding (+) or 
underwithholding ( — ) 

Wage income 
Tax 

liability 
Present 14 

percent 

Graduated 
wl'th- 

holding 
with 

allowance 

Change in 
with- 

holding Present 14 
percent 

Graduated withholding 

Without With 
allowance allowance 

SINGLE INDIVIDUAL 

$1, 000. 
$2, 000 
$3, 000 
$5, 000 
$7, 500 
$10, 000 
$12, 500 
$15, 000. 
$20, 000 
$25, 000 
$35&000 

$14 
115 
225 
481 
833 

1, 230 
1, 672 
2, 162 
3, 334 
4, 70S 
7, 980 

$47 
187 
327 
607 
957 

1, 307 
1, 657 
2, 007 
2, 707 
3, 407 
4, 807 

$14 
162 
332 
553 

1, 029 
1, 389 
1, 969 
2, 479 
3, 769 
5, 059 
8, 059 

— $33 — 25 
+5 — 54 

+72 
+82 

+312 
+4, 

+1, 062 
+1, 652 
+3, 256 

+$33 
+72 

+102 
+126 
+124 
+77 — 15 — 155 — 627 — 1, 301 — 3, 173 

0 
+$47 
+107 
+191 
+336 
+464 
+687 
+947 

+1, 275 
+1, 401 
+1, 129 

0 
+$47 
+107 
+72 

+196 
+159 
+297 
+317 
+435 
+351 

& +79 

MARRIED COUPLE, NO DEPENDENTS 

$2, 000 
$3, 000 
$5, 000 
$7&500 
$10, 000 
$12, 500 
$15, 000 
$20, 000 
$25, 000 
$35, 000 

$28 
126 
338 
630 
962 

1, 294 
1, 666 
2, 460 
3, 344 
5, 436 

$93 
233 
513 
863 

1, 213 
1, 563 
1, 913 
2, 613 
3, 313 
4, 713 

$56 
200 
395 
790 

1, 096 
1, 548 
1, 908 
2, 768 
3, 748 
6, 233 

— 837 — 33 
-118 

&3 
-117 — 15 — 5 
+155 
+435 

+1, 520 

—, ' $65 
+107 
+175 
+233 
+251 
+ 269 
+247 
+153 — 31 — 723 

+$28 
+74 

+162 j 279 
+372 
+534 
+662 
+913 

+1, 359 
+2, 267 

+ c '&8 

+74 
+57 

+160 
+134 
+254 
+ 242 
+308 
+404 
+&97 

:&IARRIED COUPLE, 2 DEPENDENTS 

$3, 000 
$5, 000 
$7, 500 
$10, 000 
$12, 500 
$15, 000 
$20, 000 
$25, 000 
$35, 000 

0 
$155 

426 
734 

1, 066 
1, 402 
2, 172 
3, 035 
5, 052 

$46 
326 
676 

1, 026 
1, 376 

2, 426 
3, 126 
4, 526 

0 
$185 

560 
858 

1, 283 
1, 6'&8 

2, 488 
3, 398 
5, 813 

— $46 — 141 — 116 — 168 — 93 — 98 
+62 

j272 
+1, 287 

+$46 
+171 
+ 250 
+292 
+310 
+324 
+254 
+91 — 526 

0 
+$135 
+245 
+362 
+482 
+646 
+876 

+1, 248 
+2, 231 

0 
+$30 
+134 
+124 
+217 
+ 226 
+316 
+363 
+761 

'Allowance does not result in uuderwithholding because ofiimitatiou provided by the bill. 

S. Payments of csti»tatcd social se«arity and hospital bis»ra»«c taxes bg self- 
employed persons. (Sec. 102 of the bill and sec. 601& of the corle. ) 

Present lau;. — Lnder existing lavv, self-etnployed persons are required to pay 
their social security tax and their tax for the hospital insurance program vvhen 
they file their final income tax return for a given year. However, they may pay 
this tax quarterly with their estimated income tax payments. 

The tax, vvhich, beginn ng in 1066, is based on the initial $6, 600 of net earnings 
from self-employment, is imposed on self-employed individuals v-ho have net 
earnings from self-employment vvhich total $400 or more. When an individual 
also has covered tvage income, this is subtracted from the $6, 600 maximum earn- 
ings base, and the self-etuployment tax is computed ou the lesser of this amount 
or net earnings from self-employment. A taxpayer vvho has $400 of net self- 
emplovment income must file a final return and pay self-employment tax even if 
he is not required to file an income tax return. 

General explanation. — Your committee's bill places self-employed persons on 
the same current pavment basis tvith respect to the payment of their self-employ- 
ment tax that they are now on for income tax purposes. It does so by requiring 
quarterly payments of estimated self-employnrent tax. It trill place self'-employed 
persons on ntore nearly the same payments basis for social sermrity purposes as 
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that of employed persons, whose social security tax is withhold from their wages 
by emliloyers. 

The adoption of current payment for self-employment tax is accomplished with 
a minimum of difficulty for he self-employed taxpayers who currently file declara- 
tions of estimated income tax, since the payment of estimated self-employment 
tax will be integrated with the payment of estiinated income tax. I&'or the esti- 
mated 1 million self-employed persons who do not file declarations of estimated 
income tax but who will be required to file such declarations as a result of this 
bill, the advantages of current payment will outweigh the added compliance 
requirements. 

The payments of the self-employment tax will, as a result of this bill, be re- 
ceived on a quarterly basis instead of generally on au annual basis as under 
prese~t law. It is understood that the amounts received ou a quarterly basis 
will be estimated and paid over from the general fund to the OASI, DI, and HI 
trust funds on a current basis. 

Tables 7 and 8 show the maximum dollar aniount of self-employment tax and 
tax liability since 1051. 

TABLE 7. — 3IIazimum dollar amount of self-employment tax for individuals, 
1951 to 1997 

Year 
Maximum 

net eau&ings 
base & 

Tax rate 
Maximum 

tsx 
per person 

1951-53 
1954 
1955-56 
1957 — 58 
1959 
1960 61 
1962 
1963-65 
1966 
1967-68 
1969-72 
1973-75 
1976-&9 
1980-86 
1987+ 

$3, 600 
3, 600 
4, 200 
4, 200 
4, 800 
4, 800 
4, 800 
4. 800 
6, 600 
6, 600 
6, 600 
6, 600 
6, 600 
6, 600 
6, 600 

Percent 
2. 25 
3. 0 
3. 0 
3. 375 
3. 75 
4. 5 
4. 7 
5. 4 

s 6. 15 
6. 40 
7. 10 
7. 55 
7. 60 
7. 70 
7. 80 

$81. 00 
108. 00 
126. 00 
141. 75 
180. 00 
216. 00 
225. 60 
259. 20 
40$ 90 
422 40 
46S. 60 
498. 30 
50L 60 
508. 20 
514. 80 

& The minimum net earnings sublect to the self-employment rate has beeu 8400 since 1951. 
s Includes OASDI (social security) tax rates and III (hospital iusurance) tax rate of 1966 aud ail following 

years. 

TABLE 8. — Self-employment tas liability, 1951 to 1999 

Self-employment tsx 

Year 
Number of 
income tax 
returns re- 
porting self- 

employment 
tax 

Amount of 
self-employ- 

ment tax 
Average tax 
per return ' 

1951 
1952 
1953 
1954 
1955 
1956 
1957 
195S 
1959 
1960 
1961 
1962 
1963 
1964 (preliminary) 
1965 (estimate) s 

1966 (estimate) s 

Millions 
4. 1 
4. 1 
4. 2 
4. 2 
6. 6 
7. 4 
7. 0 
7. 0 
7. 0 
6. 9 
6. 7 
6. 7 
6. 5 
6. 3 
6. 2 
6. 3 

Mfllions 
8211. 8 

217. 5 
226. 6 
301. 5 
463. 2 
533. 1 
581. 2 
589. 2 
701. 5 
833. 5 
840. 1 
887. 2 

1, 002. 2 
1, 009. 0 
1, 050. 0 
1, 500. 0 

$51. 90 
53. 60 
53. 70 
71. 60 
69. 70 
72. 50 
83. 10 
84. 00 
99. 70 

121. 00 
124. 50 
132. 90 
154. 60 
160. 00 
169. 00 
238. 00 

' Average computed from unrounded figures. 
s Includes doctors of mediciue newly covered by the Social Security Amendments Act of 1965. 
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Eaplanation of pro&&isions. — Under the bill, a self-employed person generally 
will be required to file a declaration of estiniated tax ivhenever the combined total 
of his estimated income tax liability and his estimated social security and hospital 
insurance tax liability ex& re&la $40. Payments of estimated tax &vill be m&ide as 
at present with the exception that the amount paid will include both the estimated 
income tax and the estiniated . clf-employinent tax. That i. . for calendar-year 
taxpayers the declaration will have to be filed by April lfi and quarterly paymeiits 
will be required on April 1i, June lfi, and September Ifi of the current year and on 
January 15 of the succeeding year. 

Persons whose gross income derived froin farming and fishin" activities will be 
at least two-thirds of their estimated gross income from all sources will not be re- 
quired to make quarterly payments of estimated self-employment tax. This treat- 
ment conforms to the present prorisions for the paynicnt of estimated income 
tax for farmers and fishernien. Further in conformity with present law rc ard- 
ing estimated income tax, such persons will have until January 16 of the year 
following the taxable year to file a declaration of estimated tax, and need not file 
a declaration at all if they choose to file their final tax return by I'ebruary 16. 

A penalty for underpayment of estimated tax irill be imposed if amounts paid 
by the quarterly payment dates equal less than the amounts that would be due on 
those dates if the estimated tax for the year equaled 80 percent of the combined 
liability for inconie and self-eniployinent taxe~. The penalty is computed with 
respect to each installnient separately. However, even if the above 80 percent 
rule is not met, no penalty is imposed with respect to an installment if the esti- 
mated tax paid to date equals the amount that would be required to be paid if the 
estimated tax v& ere the least of the following: 

(1) The sum of the income tax and the self-employment tax shown on the 
return for the prior year; 

(2) The sum of the income tax and the self-einployment tax that would 
be due on the prior ve;ir's income under current rates and current exemptions; 

(6) An amount equal to 80 percent (662&a percent for farmers and fisher- 
men) of the combined income aud sel-employnient taxes due computed by 
anuualizing the taxable income received in the months in the year prior to 
the month a particular installinent is due. Self-employment income for this 
purpose is only the aniount received to date with the maximum of $6, 600 
reduced by employee social security wage income placed on an annualized 
basis; or 

(4) An amount equal to 90 percent or more of the combined tax payable on 
the income actually receired from the beginning of the year up to the month 
in which the installnient is due. 

Effectice &late. — This provision is effective for taxable years beginning after 
December 81, 1966. 

Recense effect. — This;&rovision is expected to increase fiscal year 1967 trust 
fund revenues. which are not refiected in the administrative budget, by $200 
million. It irill hare no effect on rerenues in the fiscal year 1966. 
8. Underpayment of installments of esti&»ated income taa l&y i»dicidnals. (Sec. 

108 of the bill and sec. 6664 of the code. ) 
Present laic. — Under existing law the penalty for underpaynient. of e, tiniatcd 

tax is restricted to the diiTerence between the amount of tax paid through with- 
holding, quarterly installments of estimated tax, or both, and 70 percent of the 
final liability for the taxable vear. This penalty is computed on &a quarterly basis, 
Even if this rule is not met, ho&verer. no penalty is imposed if one of four excep- 
tions apply. One of these exceptions provides that the penalty will not be imposed 
if a quarterly payment equals the amount irhich would be due if the estimated 
lax were 70 percent of the tax duc on the annualized ainount of taxable income 
received in the months prior to the month the quarterly estimated tax payment 
is due. 

The penalty imposed is a charge equal to 6 percent per year on the amount of 
underpayment. The penalty is not a deductible expense for tax purposes. 

Es'planation of pro&'isions. — Your committee's bill increases the proportion of 
the final liability &vhich is to be paid currently to avoid a penalty from 70 to 80 
percent. This amendment restores the pre-19o4 requirement. It is consistent 
with the other provisions of the bill since it more nearly requires current pay- 
ment of tax. It insures th:it taxpayers irho receive m&&st of their income from 
sources not subject to ivithholdin. will bc required to pay a larger share of their 
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tax liability currently just as wage earners will be required to do through 
graduated withholding. 

The bill also modifies the one alternative exception to the penalty xxhich con 
tains a 70 percent test. This is the annualized income test described above where 
the 70 percent requirement is raised to 80 percent to conform to the principal 
amendment. 

Effective date. — This provision will apply with respect to taxable years which 
begin after December 81, 1906. 

Pxcvennc effect. — It is estimated that the larger estimated taxpayments required 
under this rule will result in a temporary increase in tax collections that will add 
$150 milliou to revenues in fiscal year 1907. 
8. AcceLeration of payment of estimated tav by corporations. (Sec. 104 of the 

bill and sec. 6154 of the code. ) 
Present Law. — Corporations with an estimated tax liability in excess of $100, 000 

presently' are required to make partial pavments during the current tax year of 
their estimated tax in excess of $100, 000. Under the provisions of the Revenue 
Act of 1904, corporations are in the midst of a transition from a system of two 
partial payments of currently estimated tax to a system of four payments 
made by calendar year corporations on April 15, June 15, September 10, and 
December 15. 

Under the present schedule, corporations using the calendar year file an 
initial declaration and pay 9 percent of their estimated 1966 tax liability in excess 
of $100, 000 ou April 15 of this year. On Zune 15 they pay an additional 9 percent 
of the estimated liability, and they pay installments of 25 percent each ou. Sep- 
telnber 15 and Decenlber 15. The remaining 82 percent of the estimated tax, as 
well as the initial $100, 000 of tax liabilitv, is paid in equal installments on 
March 15 and Zune 15, 1907. 

In 1967, the April and Zune estimated tax payments are each scheduled to be 
14 percent of the estimatecl tax liability above, |f100, 000. The payment schedule 
under present law is summarized in table 9. 

TASH, u 9. — Payment schedule for calendar year corporations under present late 
showing percentage of estimated tax to be paid 

Calendar year 
Current taxable year Following year 

Apr. 15 June 15 Sept. 15 Dec. 15 Mar. 15 June 15 

1966 
1967 
1968 
1969 
1970 
1971 and sut&sequent years 

9 
14 
19 
22 
25 
25 

9 
14 
19 
22 
25 
25 

25 
25 
25 
25 
25 
25 

25 
25 
25 
25 
25 
25 

16 
11 

6 
6 

16 
u 

6 
5 

& Tax in excess of $100, 000. 

Gcn& & al caplanatio». — This bill as reported by your committee accelerates the 
transition to full cur&ent payment of corporate tax lia'bilities iu. excess of 
$100, 000. The transition is completed in 1967 under this bill, instead of 1970» 
provided under existing law. 

Corporate tax liabilities remain uuchauged by the provisions of this bill, 
Your comn&ittee's bill completes a process which begau iu 1950. Prior to 1950, 

corporations were permitted to pay their tax liability for the current year ln 
four quarterly installmeuts in the succeeding year. The Revenue Acts of 1950 
1954, and 1964 [P. L, 88 — 272, C, B. 1904 — 1 (Par~t 2), 0] contained provisious w»ch 
gradually required corporations to accelerate the payment of their liabilities to 
the year in tvhich they accrued, just as iudividuals have doue siuce 1943. The 
Revenue Act of 1904 required corporatious to pay that. portion of their tax 
liability which exceeds $100, 000 in four equal installments, which for calendar. 
vear corporatious are Al&ril 15, tune 15, September 15, and December 15 of the 
year iu which the liability occurs. It also provided a 7-year period during w»ch 
the transition to this collection procedure tvould be completed. Your committee'6 
bill, in effect, merely reduces the length of the transition period to 4 years. 

Under the bill, 12 percent, rather than 9 percent, of the tax in excess of 

$100, 000 is to be payal&le bv a calendar-year corporation in April and Zuue 1966, 
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and in 1967 and thereafter 2, & percent will be payable on each of the. e two dates. 
Table 10 shows the schedule of payment dates provided under the bill for a 
calendar-year corporation for 1966 and subsequent years. 

fABLE 10. — Payment schedule for calendar year corporations under bill shoeing 
percentage of estimated tax to be paid ' 

Calendar year 
Current taxable year Following year 

Apr. 15 June 15 Sept. 15 Dec. 15 Mar. 15 June 15 

1966 
1967 
1966 and subsequent years 

12 
25 
25 

12 
25 
25 

25 
25 
25 

25 
25 
25 

13 

i Tax in excess of 6100, 000. 

The bill does not irupose a hardship ou corporations. The majority of corpora- 
tions, those with small- anil medium-sized incomes, are excluded froru the pro- 
vision because their taz liability is le. 5 than 8100, 000. It is istiiuated that 
only 16, 000 corporations ivill be aftected by this acceleration. These corporations 
are generallv the largest and p»ssess considerable financial resources. 

Corporations affected bv this provision ivill not be put on a fully crirrent basis 
with respect to their total taz pavnients, since only the estimated tazes in ezcess 
of $100, 000 are affected. Furthermore, the various provisious iu existing law 
that limit the iruposition of penalties when estimated payments fall short of 
actual liabilities are uot changed. 

Accelerating the corporate t z paymeuts schedule to complete tbe transition 
to the current payments basis in 1967 tvill proiluce larger paymeut- in 1966 and 
1067 thau ivould be made under present laiv. It also iueaus that tbe tax pav- 
meuts in 1968, 1969, and 1970 will be lower thou those . cbedulcil under pre. ent 
laiv. These eftects of the bill on tax paymeuts are (lesirable iu view of curreut 
fiscal policy cousideratious. 

Increased corporate taz payments in 196&6& and 19(17 will iutroduce fiscal re- 
straint into the economv during the critical months when tbe buildup of defense 
expenditures for Vietnam is greatest. The tax receipts ivill reduce the budgetary 
deficit and will reduce the cash fiov. available to corporations. 

The reduction in cr&rporate taz pavments in the years 1968 through 1970 be]oxv 
the levels under present laiv ivill come ivhen it is hoped the pressures of Federal 
Govermuent requirerueuts iipon the economv's productive capacitv bare eased off. 
The corporations affected by this provision then will be in a po, ition to increase 
their investment expenditures aud thereby offset the leveliug of Federal 
Government defense expenditures. 

At the present time, investment iu iudustrial plaut and equipmeut is proceed- 
ing at record levels. A slowdoivn in the ezpected increase iu iuvestment spending, 
therefore, will moderate the demand for productive resources that uo longer 
are in excess supply. Some restraint on increased investmeut spending under 
these circumstances appears appropriate. A similar moderation in dividend pav- 

ents would be refiecterl in. expenditures on consumer goorls aml would hare the 
same salutary economic effect. 

Acceleration of tax paymei&t, is preferable to au increase in the corporation 
income tax rate. Without auv further acceleratiou of taz payments, an increase 
of 4 or 3 percentage points in the corporation income taz rate probably would 
be needed to vield tbe same reveuue iucrease in fiscal vcar 1967 as the accelera- 
tion schedule in this bill. 

The acceleration of corporate taz pavmeuts will moderate the increase in 
Private investment expenditures and restrain intiationarv pressures while per- 
nutting employrueut to continue to expand. The large tax increases necessary 
to yield as much increased tax receipts as the acceleration of payments niight 
cause sizable reductions of iuvestmeut expemlitures thereby impairing the ezpan- 
sion in economic activitv and productive capacity vital to continued stable 
economic growth. 

Effectiue date. — The revised schedule for cori&oration tax payments shall 

apply to taxable years beginning after December 31, 1965. 



Revenue effect. — Administrative budget receipts will be increased by $1 billion 
in fiscal year 1066 and by $6. 2 billion in 1967 as a result of enactment of this 
provision. 

fI. The excise tax on passenger antomobiles. (Sec. 201 of the bill and sec. 4061 
of the code) 

Present lan&. — Prior to the passage of the Excise Tax Reduction Act of 1965, 
a tax of 10 percent was imposed ou the manufacturer's price for passenger auto- 
mobiles. The rate was reduced to 7 per««nt for the period June 22, 1965, to 
December 81, 1065. On January 1, 1966, tbe tax rate ivas reduced to 6 percent, 
and it is scheduled to fall to 4 percent on January 1, 1967, and to 2 percent, on 
January 1, 1968. Ou Jauuary 1, 1960, the tax will be reduced to a permanent 
level of 1 percent. Refunds i& ill be paid to dealers with respect to automobiles 
held in inventory on any date on which the tax rate is reduced. 

Ersplanatiun of pruvisions. — Your committee's bill restores the excise tax rate 
on passenger autoinobiles to the 7-per«eni. rate applicable last December. The 
restoration of the 7-percent rais is for a 2-vcar period beginning the day after 
the date of enactment and erding on Jlarch 61, 1968. Tbe excise tax rate on 
automobiles then will become 2 percent, as scheduled under present law for 
1068 and 1 percent on January 1, 1069. Thus there is a moratorium on these 
tax reductions scheduled under present law for a 2-year period. At the end of 
that time, however, the rate will revert to the level which would have been in 
effect in the absence of the moratorium. 

A tax of 1 percent of the n&anufacturer's (or importer's) price is imposed 
upon all new automobiles held in stock by dealers or distributors on the day when 
the 7-percent-tax rate becoines effective. The tax is to be paid by the dealer 
and is to be collected froin the dealer by the manufacturer (or importer). The 
Secretary of. the Treasury will prescribe regulations which will instruct the 
dealer to prepare for the manufacturer (or importer) a list of the cars in his 
inventory on the day when the 7-percent tax becomes effective together with 
any other information needed for the manufacturer (or importer) to determine 
the sales price. Tbe manufacturer (or importer) then will prepare a bill for 
tbe dealer on ivhich hc iteniizes the fioor stock tax upon each of these automobiles. 
The dealer then is to pay this tax to the manufacturer (or importer) who trans- 
mits it to the Government. If a dealer refuses to submit either tbe information 
or the tax to the manufacturer (or importer), no liability for the tax attaches 
to the manufacturer if he informs the Interual Revenue Service of the failure. 
In addition, the manufacturer (or importer) is to provide the dealer with in- 
formation the dealer can use to show the customer a close approximation of the 
iioor stock tax on each car. This is to be made available on, or hortly after, 
the date the fioor stock tax applies. The Treasury Department may authorize 
the use of averages in any of the above computations to the same extent as 
already has been done in the ease of the floor stock refunds. 

The fioor stock tax of 1 percent will be paid on a date not earlier than 60 
days after the date of enactment as indicated in regulations prescribed by the 
Secretary or his delegate. 

With regard to the reductions scheduled for 1968 and 1960, tax refunds will 
be made for inventory on hand. These refunds will be paid to dealers and 
distributors by manufacturers, and the latter vrill receive reimbursement from 
the Government. 

Effective date. — The tax rate ivill be restored to 7 percent effective with 
respect to sales by manufacturers, producers, and importers beginning with 
the day after the date of enactroent. 

Revenue effect. — This provision v;ill increase revenues by $60 million in the 
fiscal vear 1066 aud by $420 million in the fiscal year 1067. 
5. The excise tav on telephone service. (Sec. 202 of the bill and sec. 4251 of 

the code) 
Present lan&. — Under the law in eft'ect prior to January 1, 1966, a 10-percent 

tax was levied on amounts paid for general and toll telephone aud teletypewriter 
exchange service. This rate was lowered to 8 percent effective as of January 
1, 1966, under the provisions of the Excise Tax Reduction Act of 1965. 
presently scheduled, the tax rate will fall to 2 percent on January 1, 1067, to 
1 percent on January 1, 1968, and will be repealed on January 1, 1969. 

Explanation of provision. — Your committee's bill restores the 10-percent excise 
tax rate on telephone service, including teletypewriter service, and postpones 



further reduction in the tax rate until April 1, 1908. On that date, the tax rate 
will fall to the 1-percent rate scheduled under present law to be effective in 1908. 
Then (as under present law) the tax is repealed on January 1, 1909. 

The taxes on communications service which were repealed as of January 1, 
1900, are not affected by this bill. Thus, private comu&unications systems, tele- 
graph service, and wire and equipu&ent service will remain exempt from the 
excise tax. 

Eaemptions for hospitals. — Your committee's bill provides an exemption from 
the excise tax for telephone services furnished to nonprofit hospitals exempt 
from income tax. This is to accord such hospitals the same treatment accorded 
Government hospitals under present lasv. 

Effective date. The 10-percent rate on telephone and teletypewriter service 
is to become effective with respect to bills rendered on or after the first day of 
the first month which begins more than 15 days after the effective date of this 
legislation. The exemption for nonprofit hospitals is to go into effect at the 
same time. 

Revenue effect. — This provision will increase revenues by $785 million in the 
fiscal year 1907. 

V. TECHNICAL EXPLANATION OF THE BILL 

SECTION 1. SHORT TITLE, ETC. 

(a) Short title. — Subsection (a) of section 1 of the bill provides that the bill 
may be cited as the "Tax Adjustment Act of 1960". 

(b) Amendment of 1951& Code. — Subsection (b) of section 1 of the bill provides 
that whenever in the bill an amendment or repeal is expressed in terms of an 
amendment to or repeal of a section or other provision, the reference is con- 
sidered to be made to a section or other provision of the Internal Revenue Code 
of 1954. 

TITLE I. ADJUSTMENT OF CERTAIN COLLECTION PROCEDURES 

SECTION 101. INCOiIE TAX COLLECTED AT SOURCE 

In general, section 101 of the bill amends section 3402 of the code (relating to 
income tax collected at source) to provide for new wage withholding rates 
which are graduated and take into account the minimum standard deduction 
and to provide uew wage bracket withholding tables based upon the new rates. 
In addition, such section provides for svithholding allowances, under certain 
circumstances, in the ease of an employee who has a large amount of itemized 
deductions. 

(a) Percentage n&cthod of trithholding. — Subsection (a) of section 101 of the 
bill amends section 8402(a) of the code (relating to requirement of withhold- 
iug). Existing law prescribes a 14-percent svithholding rate. svhich is applied 
to the amount of the employee's ~ages reduced by the value of his personal 
exemptions to the extent he claims them. The amended section 8402(a) of the 
code contains a number of tables providing raduated percentage withholding 
rates geared to the payroll period of the employee and the amount of the wage 
payment. Under these tables no withholding is provided on the first $200 of 
wages on an annual basis to reflect the basic $200 minimum standard deduction 
granted each single person or married couple. Separate withholding tables are 
provided for employees &vho have the status of single persons (including heads 
of households) and for employees who have the status of married persons. The 
tables are applicable in respect of wages paid after April 80, 1900. 

(I&) Amount of »"ithholding eaemption. — Subsection (b) of section 101 of the 
bill amends paragraph (1) of section 8402(b) of the code (relating to percentage 
method of withholding) by changing in the percenta e me'thod withholding table 
the figures representing the amount of one withholdiug exemption for each 
specified payroll period. The new figures are based on an annual value of' $700 
for one withholding exemption in lieu of the value of $607 under existing lasv. 

(c) Wage-bracket n&ithholding. — Subsection (c) of section 101 of the bill 
amends paragraph (1) of section 8402(c) of the code (relating to wage-bracket 
withholding) by providing new wage-bracket withholding tables for svages paid 
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after April 30, 1960. Separate tables are provided in respect of wages paid 
to employees who are not married and to employees who are married. 

(d) Disclosure of marital status; determination of marital ~tatus; treatment 
of surviving spouse. — Subsection (d) of section 101 of the bill amends section 
3402 of the code by adding a new subsection (l) . 
Section 8/08(l). Determination. and disclosure of marital status 

(1) Determination of status by employer. — The new section 3402(1) (1) pro- 
vides that an employer, in applying the new tables contained in subsections (a) 
and (c) of section 3402 of the code (as amended by section 101 of the bill), shall 
treat an employee as a single person unless there is in effect with respect to 
such payment of wages a vvithholding exeinption certificate (furnished to the 
employer after the date of enactment of the bill) which indicates that the 
employee is married. 

(2) Disclosure of status by employee. — The new section 3402(1) (2) provides 
that an employee may furnish to his emplover a withholding exemption certifi- 
cate indicating that he is married only if the employee is married on the day 
such certificate is furnished to the emplover (determined with the application of 
the rules in the new subsection (1) (3) of section 3402). Thus, an employee who 
is contemplating marriage may not, prior to his actual marriage, furnish to his 
employer a withholding exemption certificate indicating that he is married. Au 
employee who has furnished to his eruployer a withholdiug exemption certificate 
indicating that he is married shall furnish his eniployer a new. v;ithholding 
exemption certificate if his marital status changes froui married to single. 
new withholding exemption certificate indicating a change in marital status 
from. married to single shall be furnished to the employer at such tiine as the 
Secretary of the Treasury may by regulations prescribe. An employee ivhose 
marital status chauges from single to married may, but is not required to, 
furnish his employer with a uew withholding exemption certificate indicating 
such change. 

(8) Determination of marital status. — The new section 3402(1) (3) provides 
rules for determining whether an individual is cousidered to be single or mar- 
ried for purposes of new section 3402(1) (2) relating to disclosure of marital 
status by employee. An employee shall on a particular day be considered as not 
married (1) if on that day the employee is legally separated from his spouse 
under a decree of divorce or separate maintcuauce, or i 2) if ou that day either 
he or his spouse is a nonresident alien or if ou any preceding day v;ithin the 
calendar year in which that day occurs either he or his spouse was a nonresident 
alien. An employee shall on a particular day be cousidcred as married if (1) 
his spouse (other than a spouse referred to iu the preceding sentence) died 
within the portion of the employee's taxable year which precedes such dav, or 
(2) his spouse died during one of the trio taxable rears immediately preceding 
the taxable year iu which such day occurs and it may reasouably be expected, 
on the basis of the facts existing at the beginuing of such day, that the employee, 
at the close of the taxable year of the eniplovee in vvhich such day occurs, will 
be a surviving spouse (as that term is defiued in section 2(b) of the code). 

(e) ll'itiiiiopding allorcances for itcniized deductions. — Subsectiou (e) (1) of 
section 101 of the bill amends section 3402(f) (1) of the code, relatiug to with- 
holding exemptions, by adding at the end thereof a new subparagraph (F) 
Existing section 3402(f) (1) of the code provides that an eiuployee receiviug 
wages shall ou any day be entitled to the ivithholding exeniptions specified in sub- 
paragraphs (A) through (K) thereof. New subparagraph (F) of section 3402 
(f) (1) provides that an employee shall on auy day be entitled to a withholding 
exemption for each withholding allo~ance to which he is entitled under section 
3402(m) (added by the bill) and which is not claimed ou a ivithholding exemp- 
tion certificate iu effect for his spouse. As under present law with respect to 
withholding exeiuptions, an emplovee is not required to claim auy withholding 
allowance to which he is entitled. 

Subsectiou (e) (2) of section 101 of the bill amends sectiou 3402 of the code by 
adding a, t the end thereof a new subsection (m), relating to withholding 
allowances based on itemized deductions. 
Seotion, gq08(m). IT"itlihoMing atioii ances based on, itemized deductions 

(1) General rule. — Under new subsection (m) (1) of section 3402 of the code, 
an employee may be entitled to oue or niore withholding allowances depending 
on the amount of his estimated iteiuized deductions iu relation to his estimated 



wages. The number of withholding allowances to which an employee is entitled 
under ne&v section 3402(m) (1) &vith respect to a payment of wages is equal to 
the number obtained by dividing by 3700 the excess of— 

(A) the employee's estimated itemized deductions, over 
(8) an amount equal to the su&n of 12 percent of the first $7, 500 of his 

estimated &va es and 17 percent of the remainder of his estimated &vages. 
For purposes of determining the number of withholding allowances to which an 
employee is entitled under new subsection (m) (1), fractional nuu&bers are 
disregarded. 

(2) Definitio&&8. — Hew subsection (m) (2) of section 3402 contains definitions 
of the terms "estimated itemized deductions" and "estimated wages, " which terms 
appear in sub. eci. ion (m) (1), and a definition of the term "estimation year". 

Esti«&at& d, ite»&iz«l deductions. — The term "estimated itemized deductions" 
means the aggregate amount which the employee may reasonably expect will be 
allowable as deductions under chapter 1 of the code (exclusive of deductions 
referred to in section 141 (relating to standard deduction) and . & ction 1 d (relat- 
ing to the allowance of deductions for personal exemptious) and those deductions 
which are required to be tal'en into account in determining adjusted gross income 
under section 62) for the employee's "estimation year". If the aggregate amount 
of deductions (computed in accordance with the preceding sentence) for an 
estimation year exceeds the amount oi' such deductions shown on the emplovee's 
Federal in&. ome t'&x return for his taxable year immediately preceding the estima- 
tion vear, the employee's e, timated itemized deductions for such estimation rear 
are an amount equal to the amount of such dedu& tions shown on the employee's 
Federal iucome tax return for such preceding taxable year. If, for the taxable 
year immediately preceding the estimation year, the employee elected under sec- 
tion 144 of the code to use the standard deduction, his estimated itemized 
deductions for such estimation vear are zero. 

Eatim«ted, «. '«&&es. The tern& "e. timated wages" means the aggregate amount 
which the emplovee reasonably expects will constitute wages (as that term is 
used in chapter 24 of the code) for his estimatio~ year. However, if the aggre- 
gate amount of wages (computed in accordance with the preceding sentence) is 
less than the amount of wages (as that term is used in the preceding sentence) 
sho&vn on the employee's Federal income tax return for his taxable vear immedi ~ 

ately preceding the estimation vear, the employee's estimated wages for the esti- 
mation vear shall be au amount equal to the amount of wages shown on such 
income tax return. 

Estimation yeur. — Iu the case of an emplovee vvho files his Federal income tax 
return on the basis of a calendar year. the term "e. timation year" may, with re- 
spect to a payment of wages, meau the caleudar rear in which such payment is 
made or the immediately preceding caleudar year, as explained belo~. The 
estimation year with respect to any pay&uent of wages n&ade to a calendar year 
taxpayer during the period &lay 1 to December 31, inclusive, is always the calen- 
dar year in which the pavment is made. The estimation vear vvith respect to 
any paymeut of wages made to a calendar vear taxpayer during the period Janu- 
ary 1 to April 30, inclusive. is the calendar rear iu which the pavment of wages 
is made if the followin couditions are met: 

(1) The employee has, prior to the date on which the payment of wages is 
made, tiled his Federal income tax return for the calendar vear immediately 
precedin, the calendar year in &vhich such payn&ent is made, and 

(2) The employee has in effect, at the time of the payment of &vages, one or 
more «ithholding allowances based on itemized deductions, and 

(3) The withholding allowances referred to in item (2) were determined 
by using the calendar year in which the payment of wages is made as the 
estimation year. 

The estimation year with respect to a payment of wages made to a calendar vear 
taxpayer during the period January 1 to April 30. inclusive, is the calendar year 
immediately preceding the calendar vear in vvhich the payment is made in any 
case where, at the thne the pavment is made, any of the conditions set forth in 
items (1), (2), and (3) above is not met. 

A taxpayer shall not be entitled to any withholding allowance the determination 
of which is made by use of an estimation year which begins before January 1. 
1937 (see the discussion of sec. 101(e) (6) of the bill). &Ioreover, a taxpayer 
shall on any day be entitled to a withholding allowance determined bv use of a 
particular estimation year only if, on or before such day, he has filed his Federal 
income tax return for his taxable year preceding such estimation year. 



The determination of an employee's estimation year with respect to a payment 
of wages may be illustrated by the following examples: 

Ezamplc (I). — Eu&ployee A, a calendar year basis taxpayer, is first employed 
by X ou January 15, 1968. On that day, employee A makes a determination of 
the number of withholding allowances to which he is entitled in connectiou with 
furnishing a withholding exemption certificate to employer K. Employee A, on 
January 1'&, 1968, has not filed his income tax return for the calendar year 1967, 
and, accordingly, in making the determination, employee A must use as his esti- 
mation year the calendar year 19(i7. (Under the special rule relating to the 
termination of the effectiveness of a withholding exemption certificate contained 
iu nevv subsectiou (m) (8) (C), if employee A claimed a withholding allowance on 
his exemption certificate furnished on January L&, 1968, the portion of that 
certificate on which the withholding allowance vvas claimed is not effective with 
respect to anv pavment of wages made to employee A after April 80, 1968). 

Eaamf&le (2) . — Assume that employee A (referred to in example (1) ) files his 
Income tax return for 1967 on I"ebruary 15, 1968. Thereafter, employee A may 
make a determination of the number of withholding allo&vances to which he is 
entitled using as his estimation year the calendar year 1968, and furnish to his 
employer a new withholding exemption certificate on which he claims such with- 
holding allowances. The portion of the exemptiou certificate on which such 
allowances are claimed will, unless a new certificate is filed bv the employee, 
remain in effect vvith respect to all payments of wages made to the emplovee 
before flay 1, 1969. 

If an employee files his Federal income tax return on a basis other than the 
calendar year, his estimation year in respect of any payment of ~ages (and tbe 
amouuts deducted aud withheld to be governed by such estimation year) shall be 
determined under regulations prescribed by the Secretary of the Treasury or 
his delegate. 

Comf&utations of uiti&holdiug allr»rancee. — The computation of withholding 
allowances under new section 8402(m) may be illustrated by tbe following 
example: 

Employee B, a single person, filed his income tax return for calendar year 196'l 
on Iiarch lo, 1968. B's wages shown on his return for the calendar vear 1967 
were $9, 000, but he estimates that for 1968 his wages will be $10, 000. Accord- 
ingly, the amount of bis estimated wages for the estimation year (1968) is 
$10, 000. The deductions for calendar year 1967 shown on his return, 'other than 
for personal exemptions and other than the tleductions required to be taken into 
account in computing adjusted gross income, were $2, 600. B estimates that for 
1968 such deductions will be $8, 000. Accordingly, the amount of B's estimated 
itemized deductions for the estimation vear (1968) is $2, 600. B is entitled to one 
withholding allowance under section 8402(m), since the excess of the estimated 
itemized deductions over the sum of 12 perceut of the first $7, 500 of estimated 
wages plus 17 perceut of the balance is $1, 27o. 

(8) Special r«les. — &hew subsection (m) (8) of section 8402 contains special 
rules relating to the withholding allowances to which an employee may be entitled 
under new subsection (m) (1). 

&jfarricd indi&&id«als. — Subsection (m) (8) (A) provides that the number of 
withholding allowances to which a husband and wife are entitled under new sub- 
section (m) (1) shall be determined (except as otherwise provided in the im 
mediately succeeding sentence) ou the basis of their combined wages and 
deductions; that is, by aggregating the wages of the husbaud and wife and by 
aggregating their deductions. If a husband and wife— 

(1) filed separate Federal income tax returns for the taxable year 
preceding the esti&natiou year, and 

(2) expect to file separate returns for the estimation year, 
the rule set forth in the preceding sentence does not apply and each shall make 
his own determination on the basis of his owu wages and deductions. 

If a husband and wife who file joint returns are both employed, one or the 
other may claim the total uumber of withholding allowances determiued on the 
basis of their combined wages and itemized deductions or they may allocate 
such withholding allowances between themselves. However, such a husband 
and wife may not both have a withholding exemption certificate in effect 
claiming the same withholding allowance. 

Only one certificate lo l&e i&&. effect. — Subsection (m) (8) (B) provides that an 
employee who is entitled to one or more withholding allowances under new 
subsection (m) (1) and who has, at the same time, two or more employers 
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may claim such withholding allowance or allowances with only one of his em- 
ployers. Thus, if employee A is entitled to tivo withholding allowances and 
performs services for both employer X and employer Y, he may claim one or 
both of his allowances with either employer X or employer Y; he may not, 
however, claim one allowance with employer X and one allowance with 
employer Y. 

Termination of effectiveness. — Subsection (m) (8) (C) provides that if an 
employee who files his Federal income tax returns on a calendar year basis has 
in effect a withholding exemption certificate on which he claims one or more 
withholding allowances, the portion of such certificate relating to such allow- 
ances shall not be effective mith respect to any payment of wages made to him 
after April 80 of the calendar year immediately following the calendar year 
which was his estimation year for purposes of determining the withholding 
allowance or allowances claimed on such mithholding exemption certificate. 
For illustrations of the application of this special rule, see examples set forth 
above in the discussion of the term "estimation year. " 

The period for which withholding alloivances claimed by fiscal year taxpayers 
are to remain effective is to be prescribed in regulations issued by the Secretary 
of the Treasury or his delegate under the authority contained in new section 
3402(m) (2) (C). 

Limitation. . — Under subsection (m) (3) (D), the Secretary of the Treasury 
may by regulations provide that the nuiiiber of mithholding allomances to which 
an employee may otherivise be entitled under subsection (m) (1) is to be reduced 
if his estiiuated wages are above the level at which the amounts deducted and 
withheld under chapter 24 of the code (collection of inconie tax at source on 
wages) are generally sufficient to offset the income tax liability with respect to 
the wages subject to such withholding. 

Authority to pm scribe tables. — Subsection (m) (8) (E) authorizes the Secre- 
tary of the Treasury to prescribe tables under which an employee shall determine 
the number of withholding alloivances to which he is entitled under new section 
3402(m). Tables prescribed pursuant to such authorization may be based on 
reasonable ivage and itemized deduction bracl-ets. If such tables are prescribed, 
the number of mithholdin allowances to which an employee is entitled under 
section 3402(ni) ivill be determined under such tables in lieu of the computation 
prescribed by section 3402(m) (1) (relating to the general rule). 

Treatment of altorcanccs. — Subsection (m) (3) (F) provides that, for purposes 
of the code, any ivitholding allomaucc to which an employee may be entitled 
under nem subsection (m) is to be treated as if it were denominated a with- 
holding exeuiption. Thus, for example, if an employee furnishes his employer a 
withholding exemption certificate on which he claims three withholding exemp- 
tions and one withholding allovvance, he mill be treated, for purposes of the 
percentage niethod rvithholding table (see sec. 3402(b) (1) of the code) and the 
wage bracket withholding tables (see sec. 8402(c) (1) of the code), as claiming 
four rvithholding exeniptions. 

(3) Status determination date. — Section 101(e) (8) of the bill amends section 
3402(f) (3) (B) of ihe code ivhich provides rules for determining when a mith- 
holding exemption certificate (which replaces an existing certificate) shall take 
effect. Under existing lam, a certificate which is to take the place of an existing 
certificate (exclusive of a certificate which refiects a change of status affecting 
the next calendar year, see section 3402(f) (2) (C) of the code) takes effect 
with respect to the first payment of mages niade on or after the first status 
determination date which occurs at least 30 days from the date on mhich such 
certificate is furnished to the employer, except that the einployer may elect to 
make the certificate effective ivith respect to any payment of wages on or after 
tire date on mhich the certificate is furnished to the employer. Under existing 
law, the term "status determiuation date" means January 1 and July 1 of each 
Vear. Section 3402(f) (8) (B) as aruended provides that the term "status deter- 
urination date" means Januarv 1, '(lay 1, July 1, and October 1 of each year. 

($) Cicil penalty. — Subsection (e) (4) of section 101 of the bill amends sub- 
chapter B of chapter 68 of the code (relating to assessable penalties) by adding 
at the eud thereof a new section 6682. 

Ctril pcnaitff. — Under ueiv section 6682(a), if any individual, in claiming a 
withholding allowance uuder section 840" (f) (1) (F) of the code, state~— 

(1) as the arnomit of the iv iges (ivithin the meaning of cliapter 24 of the 
code, relating to collection of income tax at source on ivages) shoivn on his 



return for any taxable year, an amount which is less than such wages 
actually shown, or 

(2) as the amount of the itemized deductions referred to in section 
8402(m) of the code on his income tax return for any taxable year, an 
amount which is greater than such itemized deductions actually shown on 
such return. 

he shall pay a penalty of 850 for each such statement, unless— 
(8) such statement did not result in a decrease in the amounts deducted 

and ivithheld under chapter 24, or 
(4) the taxes imposed with respect to the individual under subtitle A of 

the code for the succeeding taxable year do not exceed the sum of— 
(A) the credits against such taxes allowed by part IV of subchapter A 

of chapter 1 of the code, and 
(B) the payments of estimated tax which are considered payments 

of such taxes. 
Deficiency proced«res not to apply. — Xew section 6682(b) provides that the 

provisions of subchapter B of chapter 66 of the code (relating to deficiency 
procedures for income, estate, and gift taxes) are not to apply in respect of the 
assessment or collection of any penalty imposed by new section 6682(a). 

(5) Criminal t&&&»nlty. — Section 101(e) (5) of the bill amends section 7205 of 
the code (relating to fraudulent withholding exemption certificate or failure to 
supply information). Section 7205, as amended, applies in respect of any infor. 
mation which an individual is required to supply to his employer under section 
3402 of the code (relating to income tax collected at source), whereas existing 
section 7205 applies only in respect of information required to be supplied under 
section $402(f) of the code. Section 7205, as amended, provides that the criminal 
penalty imposed by' that section for the willful failure to supply information, 
or for willfully supplying false or fraudulent information, shall not be in lieu of 
the civil penaltv under section 6682 (added to tbe code bv sec. 101(e) (4) of 
the bill). 

(6) Effective date. — Section 101(e) (6) of the bill provides that the amend- 
ments made by paragraphs (1) and (2) of section 101(e) (relating to with- 
holding allowances for itemized deductions) shall apply only with respect to 
remuneration paid after December 61, 1966, k&ut only with respect to withhold- 
ing allowances based on estimation years beginning after such date. Under 
this provision, a calendar year basis taxpayer is uot entitled to a withholding 
allowance under sectiou 9402(m) of the code, as aruended by the bill, unless tbe 
determination of the number of withholding allowances to which he is entitled 
is made on the basis of an estimation year which is a calendar year subsequent 
to the calendar year 1966. 

(f) Transitional d&f&r»&i»atir&;& stat&&s date. — Subsection (f) of section 101 
of tbe bill provides a special rule for determining when certain withholding 
exemption certificates, which are furnished for tbe purpose of taking the place 
of existing certificates, shall tal. -e effect. Section 101(f) of the bill applies 
only in respect of withholding exemption certificates furnished to employers 
after the date of the enactment of the bill and before %lay 1, 1966. A. certificate 
furnished to an employer after such enactment date and before %lay 1, 1966, is 
to be effective with respect to the first payment of wages made on or after— 

(1) %lay 1, 196(i, or 
(2) the 10th day after the date on which the certificate is furnished to 

the employer. 
whichever is tbe later. Hou ever, an employer, at his election, may make a 
certificate furnished to him during such period effective with respect to any pav- 
ment of wages made on or after the date on which the certificate is furnished. 
If an employer elects to make such a certificate etfective with respect to a pay- 
ment of wages made on or before April 80, 1966, the amount to be deducted and 
withheld from such ivages shall be determined under subsection (a) or (c) « 
section 8402 of the code prior to amendment by the bill (see sec. 101(g) of the 
bill relating to effective date) . 

(y) Effective date. — The amendments made by section 101 of the bill (other 
than tbe amendments made by subsec. (e) thereof) are to apply only with 
respect to remuneration paid after April 80, 1966. For effective date provisions 
relating to the amendments made by section 101(e) of the bill, see paragraph (6) 
thereof. 
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SECTION 102. ESTIMATED TAX IN CASE OF INDIVIDUALS 

(6) Inclusion of self-emplo)tment tua tn estbnated taa. — Subsectiou (a) of 
section 102 of the bill amends section 6015(c) of the code (relating to defiuitiou 
of estimated tax in the case of an individual). Section 6015(c) of the code 
presently defines the term "estimated tax" to meau the amount which an 
individual estimates as the amount of the income tax imposed by chapter 1 for 
the taxable year, minus the amouut estimated as the sunr of any credits against 
tax provided by part IV of subchapter A of chapter 1. Section 6015(c) as 
amended provides that for purposes of the code the term "estimated tax" also 
includes the amount which an individual estimates as the amount of the self- 
employment tax imposed by chapter 2 for the taxable year. 

This section of the bill makes no change in the language of the existing provi- 
sions of the code which specify the time when a declaration of estimated tax 
must be filed (sec. 6018), the number of installment payments of estimated tax 
to be made for the taxable vear and the time for paymeut of each installment (sec. 
61N), which individuals must file a declaration (sec. 6015(a) ), and the cir- 
cun&stances under which failure to pay estimated tax constitutes a criminal 
offense (sec. 7208). However, the amendment made by section 102(a) of the 
bill adds estimated self-employment tax under chapter 2 to estimated income 
tax under chapter 1 for purposes of these provisions of the code. Thus, for 
example, individuals whose combined estimated income tax (if any) and esti- 
mated self-employment tax (if any) can reasonably be expected to be $40 or 
more are required to file a declaration if they otherwise meet the requirements 
of section 6015(a). 

In determining the amount of an installment payment of estimated tax under 
sections 6015 and 6158, the computation includes both the income and self- 
employment tax. For example, assume that self-employed individual (other 
than a farmer or fisherman) estimates that his income aud self-employment 
tax liability for the calendar year 1967 will be $1, 600 and $400, respectively'. 
He is required to pay his estimated i. ax of $2, 000 in four equal installments of 
$500. 

(i&) Addition to taz for nnderp&Jttment of estintated tax'. — Subsection (b) of 
section 102 of the bill amends section 6654 (a), (d), and (f), section 7701(a), 
and section 1408(b) of the code. 

ADDITION TO THE TAX 

Paragraph (1) of section 102(b) of the bill amends sectiou 6654(a) of the 
code (relating to addition to the tax for underpayment of estimated tax by 
an individual). Section 6654(a) of the code presently provides for an addition 
to the income tax under chapter 1 in the case of an uuderpavment of estimated 
tax by an individual, except as provided in subsection (d). Sectiou 6654(a), 
as amended, provides that such addition is to be imposed with respect to the 
sum of the income tax under chapter 1 (if any) and the self-employment tax 
under chapter 2 (if any) for the taxable year. 

EXCEPTION FROM ADDITIOiV TO THE TAX 

Paragraph (2) of section 102(b) of the bill amends sectiou 6654(d) of the 
code (relating to exception from the addition to the tax for underpayment of 
estimated tax by individuals). Section 6654(d) presently provides that the 
addition to the tax is not imposed with respect to any installment. where the 
installment payment of estimated tax is not less than an amount based on (1) 
the previous year's tax (sec. 6654(d) (1) (A) ); or (2) the tax based on the 
facts shown on the previous year's return but computed on the basis of current 
rates and current exemptions (sec. 6654(d) (1) (B) ); or (8) 70 percent (662/, 
percent in the case of farmers and fishermen) of the tax computed on the basis 
ef annualized taxable income for the months of the taxable vear preceding the 
&neath in which the installment is due (sec. 6654(d) (1) (G); or (4) 00 percent 
of the tax computed on the actual taxable income (not annualized) for the 
Iaonths of the taxable year preceding the month in which the installment is 
due as if such months constituted the taxable year (sec. 6654(d) (2) ). 

LAST YEAR'S TAX 

Paragraph (1) of section 6654(d), as amended, is identical with existing sec- 
tion 6654(d) (1) (A). However, by reason of the change in the meaning of 

&226-638' — 66 — 81 
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the word "tax" made by section 102(b) (8) of the bill, effective with respec 
to declarations for taxable years beginning after 1966, the tax . bown on thi 
return for the preceding taxable year will be the combined chapters 1 and . ' 
taxes. 

ANNUALIZATION 

paragraph (2) of section 6654(d), as amended, is a modification of existin( 
section 66M(d) (1) (C). Section 6654(ll) (1) (C) of existing law provides al 
exception where the estimated tax payments equal at least 70 percent (66sj. ' 

percent in the ease of farmers and fishermen) of the tax computed on the basi. 
of annualized taxable income for the months in the taxable year preceding th& 
month in which the installment is due. Under the provisions of paragraph (2) 
of section 6654(d), as amended, the tax on adjusted self-employment income is 
included for purposes of this exception if net earnings from self-employmeni 
for the taxable year equal or exceed $400. 

The method by which taxable income is annualized is set forth in subpara. 
graph (A) of section 66M(d) (2) and is identical with existing law. The term 
"adjusted self-emplovment income" is defined in subparagraph (B) of section 
66M(d) (2) to mean— 

(1) the net earnings from, self-employment (as defined in sec. 1402(a) ) for 
the months in the taxable year preceding the month in which the installment 
is due, as if such months constituted the taxable year, but not more than 

(2) the excess of (A) $6, 600, over (B) the amount of the wages (within the 
meaning of section 1402(b) ) for the months in the taxable year preceding the 
month in which the installment is due placed on an annualized basis. For 
this purpose wages are annualized in a manner consistent with clauses (i) and 
(ii) of subparagraph (A. ); that is, by multiplying by 12 (or the number of 
months in the taxable year in the case of a taxable year of less than 12 months) 
the wages for the months in the taxable year preceding the month in which the 
installment is due, and dividing the resulting amount by the number of such 
months. 

The application of this provision is illustrated by the following examples: 
Evarnp/e L — Assume that X, a calendar year taxpaver who is self-employed 

(other than as a farmer or fisherman), has annualized taxable income of $6, 900 
for the period January 1, 1967, through August 81, 1967, the income tax on which 
is $1, 171. For the same period his net earnings from self-employment are 
$5, 000 and his wages are $1, 000. The adjusted self-employment income is $5, 000, 
computed as follows: 
(1) Net earnings from self-employment $5, 000 
(2) But not more than $6, 600 minus annualized wages ($6, 600 — $1, 500 

($1, 000X12 —:8) ) 5, 100 
(8) Lesser of (1) or (2) 5, 000 

The tax on X's adjusted self-employment income is $320 ($5, 000X64 percent). 
X's total estimated tax payments required to be paid by September 15, 1967, 
for purposes of this exception, must equal or exceed $1, 192. 80; that is, 80 per- 
cent' of $1, 491 ($1, 171+$820). 

Es am pie 8. — Assume the same facts as in example 1, except that X's wages for 
the period January 1, 1967, through August 31, 1967, are $2, 000. The adjusted 
self-employment income is $3, 600, computed as follows: 
(1) Net earnings from self-employment 
(2) But not more than $6, 600 minus annualized wages ($6, 600 — $8, 300 

($2, 000X12 —:8) ) -- -- — — — --- --- — 8~ 6(o 
(8) Lesser of (1) or (2) 3, 600 

The tax on X's adjusted self-employment income is $280. 40 ($8, 600X6. 4 per- 
cent). X's total estimated tax paymcnis required to be paid by September 15, 
1967, for purposes of this exception, must equal or exceed $1, 121. 12; that ls, 
80 percent of $1, 401. 40 ($1, 171+$230. 40) . 

THE 00 PERCENT TEST 

Paragraph (8) of section 66M(d), as amended, is a modification of existing 
section 6654(d) (2). Section 6604(d) (2) presently provides an exception whe~e 

' The 70 percent referred to in sec. 66M(d) (2) is changed to 80 percent by sec. 106 
of the bill. 
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the total amount of estimated tax payments is at least 90 percent of the tax 
computed, at the rates applicable to the taxable year, on the basis of the actual 
taxable income for the months in the taxable year preceding the month in which 
the installment is due as if such months constituted the taxable year. Under 
the provisions of paragraph (8) of section 6654(d), the tax on actual self- 
employment income is included for purposes of this exception. Actual self- 
employment income means the net earnings from self-employment (as defined 
in sec. 1402(a) ) for the months in the taxable year preceding the month in 
which the installment is due as if such months constituted the taxable year, 
l&ut not more than $6, 600 minus the wages (within the meaning of sec. 1402(b) ) 
for such months. Section 6654(d) (8) provides, consistent with existing law, that 
the months of the taxable year for which the determination of actual taxable 
income and actual self-employment income is made for purposes of this excep- 
tion are treated as constituting the taxable year. The application of this pro- 
vision is illustrated bv the following example: 

Example. — Assume that X, a calendar year taxpayer who is self-employed 
(other than as a farmer or fisherman), has actual taxable income of $0, 800 
for the period January 1, 1967, through August 01, 1967, the income tax on 
which is $586. For the same period his net earnings from self-employment 
are $5, 000 and his wages are $2, 000. His actual self-employment income for 
such period is $4, 600, computed as follows: 

(1) Net earnings from self-employment, $5, 000. 
(2) Hut not more than $6, 600 minus wages ($6, 600 — $2, 000), $4. 600. 
(9) Lesser of (1) or (2), $4, 600. 
The tax on X's actual self-employment income is $294. 40 ($4, 600 times 6. 4 

percent). X's total estimated tax payments required to be paid by September 
15, 1967, for purposes of this exception, must equal or exceed $792. 00; that is, 
90 percent of $880. 40 ($586 plus $294. 40). 

TAX BASED ON LAST YEAR'S INCOME 

Paragraph (4) of section 6654(d) as amended is identical with existing sec- 
tion 6654(d) (1) (B). By reason of the change in the meaning of the word 
"tax" made by section 102(b) (0) of the bill, the tax includes the tax (com. - 
puted at the rates applicable to the taxable year) on the self-employm. ent income 
shown on the return for the preceding taxable year. 

DEFINITION OF TAX 

Paragraph (0) of section 102(b) of the bill amends section 6654(f) of the 
code (relating to definition of tax for purposes of subsections (b) and (d) of 
section 60o4). Section 0054(f) presently provides that, for purposes of sub- 
sections (b) and (d) of section 6654, the term "tax" means the income tax 
imposed by chapter 1 reduced by certain credits. Section 6654(f) as amended 
provides that the term "tax" also includes the self-employment tax imposed by 
chapter 2, for purposes of such subsections. 

DEFINITION OF ESTIMATED INCOME TAX 

Paragraph (4) of section 102(b) of the biH amends section 7701(a) (relating 
to definitions) by adding a new paragraph (04) which defines the term "esti- 
mated income tax" as used in the code to mean, in the case of an individual, 
the estimated tax as defined in section 6015(c), or, in the case of a corporation, 
the estimated tax as defined in section 6016(b). 

CROSS REFERENCE 

Paragraph (5) of section 102(b) of the bill amends section 1403(b) of the 
code (relating to cross references) to provide a cross reference to section 6015 
of the code. 

(c) t(finisters, members of reiigiole orders, an&S Christian Science practi- 
tioners. — Section 102(c) of the bill amends section 1402(e) (8) of the code 
(relating to eifective date of waiver certificates) to provide a special rule in 
the case of ministers, members of religious orders, and Christian Science prac- 
titioners who file waiver certificates (as described in sec. 1402(e) (1). 

Section 1402(e) (6) as amended contains a new subparagraph (E) which 
provides that, for purposes of sections 6015 and 0654, a waiver certificate de- 
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scribed in section 1402(e) (1) is treated as taking eftect on the first day of the 
first taxable year beginning after the date on which such certificat is filed. 
Thus, for example, if a minister who is a calendar year taxpayer files Q. waiver 
certificate (pursuant to sec. 1402(e) ) on April 15, 1068, such certificate will not 
be effective for purposes of sections 6015 and 6654 until the taxable year 1969. 
Accordingly, although such minister may be liable for self-employment, tax for 
1967 and 1068, he is not required to include an estimate of such liabihty in 
his declaration of estimated tax for such years and is not subject to an addi- 
tion to the tax (under sec. 6654(a) ) with respect to his self-employment tax 
liability for such years. 

(d) Effective date. — Subsection (d) of section 102 of the hill provides that 
the amendmeuts made bv subsections (a), (b), and (c) of section 102 of the 
bill shall apply with respect to taxable years beginning after December 81, 
1066. 

SECTION 108. UNDERPA. YMENT OF INSTALLMENTS OF ESTIMATED 
INCOME TAX IN CASE OF INDIVIDUALS 

(a) II general. — Under section 6654(b) of the code the amount of the under- 
payment of estimated tax for purposes of computing the addition to tax on 
account of underpayment is the excess of (1) the amount of the installment 
which would be required to be paid if the estimated tax were equal to 70 percent 
(66ipz percent in the case of farmers or fishermen) of the tax shown on the return 
for the taxable year or, if no return was filed, 70 percent (or 66e@ percent) of 
the tax for such year, over (2) the amount, if any, of the installment paid on 
or before the last date prescribed for such payment. Under section 6654(d) (2), 
as amended by section 102(b) (2) of the bill, the addition to tax with respect to 
any underpayment of an installment is not to apply if the total amount of all 
payments of estimated. tax made on or before the last date prescribed for the 
payment, of the installment equals or exceeds 70 percent (66eg percent in the 
ease of farmers or fishermen) of the tax for the taxable year computed as 
provided in such section. 

Subsection (a) of section 108 of the bill amends section 6654(b) (relating to 
amount of underpayment), and section 6654(d) (relating to exception) as 
amended by section 102(b) (2) of the bill, by striking out "70 percent" each place 
it appears and inserting in lieu thereof "80 percent. " 

(ii) Effecttee date. — Subsection (b) of section 108 of the bill provides that the 
amendments made by subsection (a) shall apply with respect to taxable years 
beginning after December 81, 1966. 

SECTION 104. INSTALLMENT PAYMENTS OF ESTIMATED INCOME TAX 
BY CORPORATIONS 

For taxable years beginning in— 
10 6 , 66 
1967 
106 8 
1 6 96 69 
1970 or any subsequent year 

(a) In general. — Section 6154(a) of the code sets forth the amount of, and 
time for payment of, each installment payment of estimated income tax by a 
corporation required to file a declaration of estimated income tax under section 
6016 of the code (i. e. , a corporation the tax of which under subtitle A for the 
taxable year, after reduction by credits, can reasonably be expected to exceed 
$100, 000) . 

Section 104 of the hill does not make any change in the requirements for fihng 
a corporate declaration of estimated income tax, nor does it make any change 
in ithe time for paying installments of such estimated tax. However, it does 
make changes in the amount of the installments. Under existing law, a cor- 
poration required to pay estimated tax for a taxable year in four installments 
has a third and fourth installment each of which is equal to 25 percent of the 
estimated tax. However, its first and second installments are each as follows: 

I'ereeritege ef 
eetireeted tee 

9 
14 
19 
22 
25 
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Under section 104 of the bill, the first and second installments of estimated tax 
of such a corporation will each be as follows: 

Percentage o j 
For taxable years beginning in- estimated tax 

1906 12 
1907 or any subsequent year 25 

The bill makes comparable changes for those corporations which are required to 
pay estimated income tax in three, two, or one installments (i. e. , those corpora- 
tions which are not required to file a declaration by the 15th day of the 4th 
month of their taxable year but are required to file declarations later in the tax- 
able year by reason of liability for incoine tax then reasouably expected). The 
effect of these changes for these corporations is that, for a taxable year begin- 
ning in 1906, 74 percent of the estimated tax will be payable in installments, and 
that, for any taxable year beginning after 1906, 100 percent will be payable in 
installments. 

(b) Effective date. — The amendment to section 0154(a) of the code applies 
with respect to taxable years beginning after December 81, 1005. Thus, in the 
case of a calendar year corporation required to pay four installments of esti- 
mated tax during 1000, the amendment first applies with respect to the install- 
ment due on April 15, 1900. 

TITLE II — POSTPONEMENT OF CERTAIN EXCISE TAX REDUCTIONS 

SECTION 201. PASSENGER AUTOMOBILES 

(a) Postponement of rate reductions. — Subsection (a) of section 201 of the 
bill amends section 4061(a) (2) (A) of the code (relating to tax on automobiles) 
to restore the excise tax on passenger automobiles to 7 percent and to defer 
further reductions in this tax until April 1, 1008. 

Section 4001(a) (2) of existing law iinposes an excise tax on sales, by a manu- 
facturer or importer, of passenger automobiles and trailers (other than house 
trailers) suitable for use with passenger automobiles, under the following rate 
schedule: 

Seven percent for the period June 22, 1905, through December 6L 1065, 
Six percent for the period January 1, 1006, through December 81, 1906, 
Four percent for the period January 1, 1007, through December 81, 1907, 
Two percent for the period January 1, 1908, through December 81, 1968, and 
One percent for the period after December 81, 1008. 

The new rate reduction schedule under section 4061(a) (2) (A), as amended by 
subsection (a) of section 201 of the bill, is: 

Seven percent for the period beginning with the day after enactment of 
the bill through March 81, 1068, 

Two percent for the period April 1, 1908, through December 81, 1908, and 
One percent for the period after December 81, 1908. 

(Ii) Ploor stocks tax. — Subsection (b) (1) of section 201 of the bill adds a 
new paragraph (8) to section 4220 (a) of the code (relating to floor stocks 
taxes) which imposes a fioor stocks tax of 1 percent on each passenger automo- 
bile 4 which was subject to tax under section 4001 (a) (2) and which is held bv 
a dealer, has not been used, ;iiid is intended for sale, on the day after the bill is 
enacted. The 1 — percent floor stocks tax is computed on the price for which the 
automobile was sold by the manufacturer or importer. 

Under regulatious to be prescribed by the Secretary of the Treasury or his 
delegate, the fioor stocks tax is to be paid by the dealer holding the automobile 
on which it is imposed and collected from him by the manufacturer or importer 
of the automobile. 

Subsection (b) (2) of section 201 of the bill amends section 4220(d) to provide 
that the new floor stocks tax shall be paid at such times after 00 days after the 
day on which the bill is enacted as may be prescribed by the Secretary of the 
Treasury or his delegate. 

(c) Conforming amendmente. — Section 0412(a) (1) of the code presently pro- 
vides for fioor stocks refunds with respect to automobiles in dealers' inventories 

4 Includes trailers (other than house trailers) suitable for use with passenger 
automol&iles, 
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on each of the dates on which a reduction in the excise tax is scheduled. Sub- 
section (c) (1) of section 201 of the bill amends section 6412(a) (1) to conform 
the floor stock refund dates to the revised rate reduction schedule. 

Subsection (c) (2) of section 201 of the bill makes a technical amendment to 
section 209(c) (1) (G) of the Highway Revenue Act of 1956 [P. L. 84 — 627, C, B. 
1956-2, 1150] (relating to general provisions for transfer to the highway trust 
fund) under which the revenue received from the fioor stocks tax imposed by 
new section 4226(a) (8) will go into the general fund instead of the highway 
trust fund. 

(d) Effective date. — Subsection (d) of section 201 of the bill provides that 
the amendment made by subsection (a) shall apply' with respect to articles 
sold after the date on which the bill is enacted. 

SECTIOiV 202. COEIWIUiVICATION SERVICES 

(a) Postporeemerit of rate rednctiores. — Subsection (a) of section 202 of the 
bill amends section 4251 of the code (relating to tax on communications) to 
restore the excise tax on local and toll telephone service (and teletypewriter 
exchan e service) to 10 percent and to defer further reductions in this tax until 
April 1, 1968. 

Section 4251 of existing law imposes an excise tax on amounts paid for local 
and toll telephone service and teletypewriter exchange service under the follow- 
ing rate scredule; 

Amounts paid pursuant to bills first rendered— 
During 1966 
During 1967 
During 1968 
After 1968 

' No tax. 

Taa rate 
in, t&ereent 

8 
2 
1 

(') 

The new rate reduction schedule under section 425L as amended by subsection 
(a) (1) of section201of the bill, is: 
Amounts paid pursuant to bills first rendered— 

Before Apr. 1, 1968 
After Mar. 31, 1968, and before Jan. 1, 1969 
After 1968 

e No tax. 

Tan rate 
in percent 

10 

Subsection (a) (2) of section 202 of the bill amends section 4251(c) to conform 
the special rule contained therein to the new rate reduction schedule. 

(b) Nonprofit hospitals. — Subsection (b) of section 202 of the bill adds a new 
subsection (h) to section 4258. The new subsection (h) provides that no tax 
shall be imposed under section 4251 on any amount paid by a nonprofit hospital 
for communication services furnished to such hospital. A "nonprofit hospital" is 
defined in the new subsection (h) to mean a hospital referred to in section 508 
('b) (5) which is exempt from income tax under section 501(a). Under this 
amendment, private nonprofit hospitals will receive the same tax-exempt treat- 
ment on their payments for communication services as is applicable under sec- 
tion 4292 to hospitals operated by a State or local government. 

(c) Effective date. — The amendments made by subsections (a) and (b) of 
section 202 of the bill are to apply to amounts paid pursuant to bills first 
rendered on or after the first day of the first month which begins more than 15 
days after the date on which the bill is enacted for services rendered on or after 
such first day. Iu the case of amounts paid pursuant to bills rendered on or 
after such first day for services which were rendered before such first day and 
for which no previous bill was rendered, such amendments are to apply except 
with respect to such services as were rendered more than 2 months before such 
first day. In the ease of services rendered more than 2 months before such first 
day, the provisions of subchapter B of chapter 88 of the code in effect at the 
time such services were rendered, subject to the provisions of section 701(b) (2) 
of the Excise Tax Reduction Act of 1965, are to apply to the amounts paid for 
such services. 



VI. SEPARATE VIEWS OF REPRESENTATIVE PAT JENNINGS 

FISCAL RESPONSIBILITY 

The Revenue Act of 1964 [P. L. 88-272, C. B. 1964 — 1 (Part 2), 6] gave the 
American taxpayer the largest tax cut in the history of our country, and in 
doing so, the Congress acted in a fiscally responsible manner, 

That act, which I wholeheartedly supported, was designed to bring about a 
balance of our Federal budget, and I think would have accoinplished that 
purpose except for the Vietnam confiict. 

Before enactment of the Excise Tax Reduction Act of 196o, I cautioned the 
Ilembers of Congress that each measure must be judged in terms of its impact 
on the Federal budget and in the light of our defense posture in Asia, and else- 
where. Fiscal responsibility should be stressed, I said, and should be the guid 
ing force and dominant feature in any future tax legislation. 

In his budget message to the Congress this year, the President estimates a 
budget deficit of $6. 4 billion for fiscal year 1966 and a deficit of $L8 billion for 
fiscal year 1967. 

These deficits will exist although the Congress has been asked to approve a 
tax measure which wili result in a revenue increase of $4. 8 billion when. the 
measure is fully eftective. 

In this connection, we should ask ourselves whether we, as representatives of 
the people, have accepted fully our responsibilities. Our goal under present 
circumstances should be one of achieving a balanced budget, and all efforts 
should be aimed in that direction. 

American lives are being sacrificed on the battlefield, and I am convinced 
Americans at home are willing to make the necessary sacrifice to pay for th, 
support of our fighting forces in Vietnam. 

This legislation is titled the "Tax A. djustment Act of 1966. " But, in my 
estimation it fails to meet the needs. It is unfair in the treatment of the excise 
taxes. I believe the American people would desire that our revenues be obtained 
in a different manner. 

The bill makes several adjustments in tax collection procedures that will speed 
up income tax payments by individuals and corporations. No additional tax 
burdens are imposed. This I favor. It restores the excise tax on automobiles 
and communications to the levels of January 1, 1966. It delavs the scheduled 
reductions in the taxes on automobiles and telephones — which apply to essentials 
for the American people. I believe it is unfair to restore and delay further cuts 
in the excise taxes on automobiles and telephones and not consider restoring 
the its on the luxury and other items not as essential to our economy and our 
people. 

Why raise excise taxes on automobiles and communications and not restore 
the excises on such items as furs, jewelry, luggage and handbags, and toilet 
preparations in the retail field? Why not restore manufacturers' taxes on 
such items as television sets and sporting goods, just to name two items on the 
list reduced last year. And, v-hat about restoring the taxes on cabarets and 
clubs? 

Personally, I do not wish to restore any of these excise taxes, which are con- 
sidered regressive in nature. I reiterate that we should not raise the excise 
rates that affect automobiles and telephones, however, unless we turn to other 
less essential items. 

It seems to me that it would be more fiscally responsible to ask the American 
taxpayers — both individuals and corporations — to give up half of the income 
tax cut received under the 1964 Act as his contribution to the war effort. This 
would result in revenue increases, at a minimum, of more than $fi. o billion 
annually. The American public, I am sure, would support such a "victory tax. " 
It would bring about a balance in the Federal budget, and in my judgment 
would be a much more fiscally responsible approach to our domestic and world 
situation today. 

N dl t this tax would apply to taxpayers 
The excise or "nuisance taxes" apply to those least able to afford them — except 
in the so-called luxury items. 

Finally, the "victory tax" increase could be elimiuated swiftly and we could 
all feel much better over the results — revenues to finance the Vietnam 

impar 

and 
a balanced budget. 

W. P+r JEivNIvius. 



VH. SEPARATE VIEWS OF MESSRS. BYRNES, CURTIS, SCHNEEBELI, 
COLLIER, BROYHILL (VA. ), AND BATTIN ON H. R. 12752 

Faced with a major war in Vietnam and a real danger of infiation at home, 
the administration continues to enlarge and to expand domestic programs of 
rlubious value without regard to the consequences. By this action, the ad- 
m in i stra tion cour ts disaster. 

While attention has been focused on what the administration projects as a 
deficit of 81. 8 billion for fiscal 1967, without the additional revenue provided for 
in this bill by the administration's own esiimate this deficit would be $6. 6 billion. 
To this must also be added the deficit now projected by the administration in its 
revised budget for fiscal 1066, amounting to $6. 4 billion. Without this bill, the 
projected deficit for fisca11966 would be $7. 5 billion. 

It is becoming more and more apparent that we cannot continue to pile deficit 
upon deficit through increased Government spending, as the administration 
seeks to do, without reaping the consequences. This practice has already given 
rise to a deficit in our balance of payments, a threat to international monetary 
stability, a "run" on our gold reserves, serious problems in debt management, 
and finally we are now faced with a real threat of serious inflation. 

Our problem today does not stem from a lack of revenue, but from a lack of 
control over Government spending. Even without this bill, our tax revenues 
will have increased from $78 billion in fiscal 1961 to more than $106 billion in 
fiscal 1967, an increase of $28 billion. 

The high level of prosperity which was achieved by the fall of 1965, did not 
result from increased Government expenditures. On the contrary, expenditures 
for fiscal 1964 were held to $07. 7 billion and expenditures for fiscal 1065 were 
held to $06. 5 billion, which was below the level proposed by the Republicans as 
essential for a sound program of tax reduction when the Tax Reduction Act of 
1964 was before the House. Our position was fully vindicated. Tax reduction. 
when coupled with a leveling off of Government expenditures, was all that was 
needed to produce a healthy growth in our economy. However, the administra- 
tion was not satisfied. 

Beginning in the fall of 1065, the administration abandoned its attitude of 
restraint. Government spending was stepped up, not only on account of the war 
in Vietnam, but for nondefense purposes as well. As a result, by fiscal 1967 
the administration's reported spending will have increased to $112. 8 billion, to 
which should be added an additional $6 billion realized from the sale of loans 
and other Government assets which has been used to reduce expenditures in 
fiscal 1067. We are thus dealing with an expenditure budget of $118. 8 billion 
for fiscal 1967, or a $87 billion increase in the level of Federal spending since 
fiscal 1061. Less than one-third of this increase can be attributed to the war in 
Vietnam. 

When these increased Government expenditures at home, coupled with the 
expenditures incident to the war in Vietnam, are imposed on an already record 
private demand, there is an invitation to disaster. A slight miscalculation can 
bring on controls over wages, prices and credit, as well as ruinous infiation. 
The administration is asking for "trouble. " In a recent ( Jan. 2o, 1066) editorial, 
entitled "A Troubled Budget, " the New York Times points up this danger. The 
New York Times said: 

All budgets of' course contain an element of optimism, but the esti- 
mates in the administration's new budget seem to possess more than the 
usual amount of wishful thinking, c, pecially in appraising the cost of 
Vietnam and the threat of infiation. It is understandable that the ad- 
ministration Ls in this frame of mind. 1t has boldly pursued expan- 
sionary policies without as yet inducing outright infiation as its critics 
had predicted. So it still 'thinks there is room for a little more of the 
same. But now the margin for error is dangerously slim. The only 
way the President has been able to limit the budget deficit is by project- 
ing a very big increase in revenues and a relatively moderate rise in 
military expenditures. 

This may be the popular thing to do. Indeed, as budgets go, the new 
design, which pushes up spending and holds down taxes. qualifies as an 
exercise in pop art. lt also indulgcs in some pop art illusions. Mr. 
Johnson admitted as much in warning that he would ask for tax in- 
creases if the Pentagon needs more funds or if inflation gets out of 
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hand; but for the moment the iinpact of the budget will be at least 
mildly expansionary when the state of the economy suggests that it 
should be at least mildly restrictionist. In this respect, the budget is 
asking for trouble. 

Our troops in Vietnam have our full support. Their needs must be fully met. 
In order to meet these needs, however, there must be more "belt tightening" 
at home. In this bill, the adniinistration is asking the American taxpayers to 
tighten their belts to the extent of soine $6 billion in increased taxes and ac- 
celerated tax payments. The administ, ration should make a commensurate effort 
to tighten its belt. Nonessential expenditures should be cut back and the initia- 
tion of new programs deferred until after the emergency. We must be prepared 
also to win the war at home — the war on inQatiou. 

In urging a cutback in domestic prograins, the Republicans are not unmind- 
ful of the plight of the less fortunate — the so-called poor — in a highly industrial- 
ized society. Yet, inflation strikes hardest at the poor, who are least equipped 
to meet it. No amount of Federal aid can oifset its ei'feet. The war on poverty 
cannot be won, if wc lose the war on inQation. 

Instead of being v illing to tighten its belt, the administration has resorted 
to a series of temporary measures, not looking beyond fiscal 1967. Proposals 
for the "speedup" of tax collections, the postponement of reductions in excise 
taxes, and additional so-called user taxes, are counted on to produce approxi- 
mately $5 billion in additional revenues. Seigniorage earnings, representing 
the savings in taking the silver out of the coins, produce a "windfall" profit of 
$1. 6 billion. Revenues from the sale of private financing of Government-held 
loans, and the sale of commodities and strategic materials, are scheduled to 
produce a "saving" in expenditures of more than $6 billion. Thus, for fiscal 
1967, the administration is relying largely upon a series of "one shot" measures 
for nonrecurring revenues of more than $12 billion. 

Notwithstanding the inclusion in the budget for fiscal 1967 of nonrecurring 
revenues of more than $12 billion, coupled with an unprecedented projected level 
of economic growth and tax revenues, the administration's budget shows a 
deficit of $1. 8 billion. If the administratio~ cannot present a balanced budget 
under these conditions, when does the administration propose to balance the 
budget? 

If there were any assurance that the war in Vietnam would not extend beyond 
the fiscal year 1967, there might be some justification for financing that war 
through a series of temporary expedients. On the contrary, however, we are 
told to prepare for a long struggle in Vietnam. If this is correct, and domestic 
spending continues even af the present level, how does the administration propose 
to raise the additional revenues which will be required for fiscal 1968? 

The administration knows that increased expenditures for social programs 
at home and abroad, in the face of the escalating costs of the war in Vietnain, 
have already created dangerous infiationary pressures. The administration 
may be forced to seek controls over wages, prices and credit as well as further 
increases in taxes, if it continues on its present course. Apparently, the admin- 
istration is willing to take this risk if the "day of truth" can be postponed until 
after the November congressional elections. 

We are unalterably opposed to the fiscal policies ivhich make it necessary to 
raise an additional $5 billion in revenues for Qscal 1967. Under present cir- 
cumstances, however, it is our judgment that the failure to raise additional 
revenues at this time will increase the danger of inQation and aggravate the 
problems with respect to our balance of payments, gold Qow, and debt manage- 
ment. We therefore reluctantly support this bill. We caution, however, that 
unless the administration and the Congress are willing to establish strict priori- 
ties for its nondefense programs, and put some of them "on the shelf" for a 
later day, this bill will be only the first in a series of bills increasing taxes and 
imposing controls on our economy. 

JoHN W. BvBNzs. 
THoMAs B. Ccats. 
HEBMLN T. ScHNEEBELI, 
HxzoLB R. Coi, r. izz. 
Jozi. T. BzoxHrr. r, . 
JiiMEs F. B&TriN. 
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VIII. DISSENTING VIEWS OF MESSRS. UTT AND BETTS 

portions of this bill which increase withholding of income taxes and accelera- 
tion of payment of corporate income taxes are desirable and in our opinion over- 
due. But we find it inipossible to support the provisions which restore excise 
taxes on automobile sales and the use of telephoues. We are in complete agree- 
ment with the purpose of securing revenue for the prosecution of the war in Viet- 
nam but firmly believe it should be accomplished in other ways. 

If the Congress does not enact this bill, it will be incumbent upon the adminis- 
tration to reduce nonessential expenditures in order to make up for the revenue 
loss. This bill merely relieves the administration of that responsibility. 

Notwithstanding the increased costs of the war in Vietnam, an increase in taxes 
at this time would have been wholly unnecessary if the administration had not 
elected to increase expenditures for wasteful and ineffective social programs 
beyond the levels of prior years. It is indeed anomaly that with increased pros- 
yerity, more jobs, and less unemployment, we are asked to apyropriate more and 
more funds for social welfare. We think that it is time that the Congress took a 
good hard look at these programs before increasing taxes. 

It is easy to understand why the administration chose the automobile and 
telephone industries as the areas for raising revenue. Both are enjoying unprece- 
dented prosperity. The tax is not a burden on the industries because both thrive 
on a captive market. The telephone and automobile are necessities in American 
life. But this is no justification for selecting the car buver and telephone user 
to finance the war and check inflation. 

In support of the bill we are told that the car manufacturers and the larger 
telephone companies do not. object to this tax restoration. Actually this is no 
argumen~t at all. It is the car buyers and telephone users wbo ultimately pay the 
taxes — not the companies. 

Furthermore, limiting the tax restoration to these two fields leaves the pur- 
chasers of mink coats, jewelry, and luxury items free of the burden of checking 
infiation and supporting the war effort. 

In our prosperous economy we freely admit that this bill will probably not 
affect the car or telephone business to any serious extent. But as a matter of 
principle we Object to singling out specific areas to bear the burden of raising 
revenue. We feel that infiation and the war effort are serious enough to war- 
rant support from the entire economy by further reduction of domestic spending 
or, if necessity requires, an income tax increase. 

For these reasons vre cannot support the bill. 

ZnMEs B. UTT. 
ZncKSGN Z. BETTs 

[H. R. 19759] ' 
TAX ADJUSTMENT ACT OF lrl66 

[Senate Report No. 1010, Eighty-ninth Congress, Second Session, Calendar No. 985) 

[March 2, 1966] 

Ml'. LoNG of Louisiana, from the Committee on Finance, submitted the follow. 
ing report together with suppleruentary views to accompany H. R. 12752. 

The Committee on Finance, to which vvas referred the bill (H. R. 12752) to 
provide for graduated withholding of income tax from wages, to require declara- 
tions of estimated tax ivith respect to self-employment income, to accelerate 
current payments of estimated income tax by corporations, to postpone certain 
excise tax rate reductions, and for other purposes, having considered the same, 
, reports favorably thereon with amendments and recommends that the bill as 
amended do pass. 

I. SUMMARY 

Your committee has reported H. R. 12752, the tax adjustment biR of 1966 
with four substantive amendments in addition to other technical amendments 
Your committee's amendments will increase slightly the revenue to be obtained 
under this bill. 

' Public Law 89 — 368, page 379, this Bulletin. 
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H. R. 12752 is designed to contribute revenues to aid in financing the increased 
cost of Government associated with operations in Vietnam. It is designed to 
help finance these costs in a manner which will avoid the creation of serious 
inflationary pressures. 

Two of the amendments made by your committee relate to matters in the 
House version of the bill and two deal with separate measures not included in the 
House bill. One of the provisions relating to material in the House bill concerns 
the withholding allowances provided in connection with graduated withholding 
and is discussed below with the discussion of that provision. The second amend- 
ment relates to a House measure which deals with the floor stocl-s tax of 1 percent 
on dealers' inventories of passenger cars (provided in connection with the 1 
percentage point restored to the manufacturer's excise tax rate on passenger 
automobiles). Your committee's amendment deletes this floor stocks tax. 

One of the two provisions added to the bill by your committee requires the 
Department of Agriculture to send to farmers copies of information returns 
they send to the Internal Revenue Service with respect to payments of over 
$000 a year. The second new provision added by an amendment made by your 
committee denies any deduction for amounts paid for advertising in a conven- 
tion program of a political party, or in any other publication if any part. of the 
proceeds inures to a political party or candidate. Deduction is also denied for 
payments for admission to dinners or programs if any part of the proceeds inures 
to a political party or candidate. In addition, deduction is denied for payments 
for admission to an inaugural ball or a similar event. 

The provisions of the bill, which are based upon recommendations made by 
the President vvith certain important modifications, are grouped under tw. o 
headings. blest important from a revenue standpoint are the provisions which 
afiect the procedures for collecting tax, but which do not affect tax liabilities. 
They include graduated withholding on wage income, strengthening the payment 
requirements for declarations, the acceleration of corporate estimated tax pay- 
ments, and quarterly payments of estimated self-employment social security tax. 
The remaining provisions superimpose a 2-year moratorium on rate reductions 
scheduled under existing law for the excise taxes on passenger automobiles and 
telephone service. When this moratorium ends, these tax rates will immediately 
fall to the levels which would otherwise have been applicable under present law 
at that time, and v-ill thereafter continue to be reduced as scheduled under 
existing law. 

Revenue effect. — It is anticipated that these provisions will increase adminis- 
trative budget revenues in the fiscal year 1906 by $1. 1 billion and the revenues 
in the fiscal year 1967 by $4. 6 billion relative to the levels that ~ould be achieved 
under existing lav;. The temporary effects of the change in the timing of 
tax payments will be responsible for almost all of the 1. 1 billion of the added 
administrative budget revenues in the fiscal vear 1900 and $6. 4 billion of the in- 
crease in revenues in the fiscal year 1967. The quarterly payment of estimated 
self-employment tax will increase trust fund receipts, which are reiiected in the 
consolidated cash budget but not in the administrative budget, by $200 million 
in the fiscal year 1907. The moratorium on excise tax reduction will retain $66 
million in revenue which would otherv ise be foregone in. the fiscal year 1960 
and $1. 2 billion in revenue which would otherwise be foregone in the fiscal year 
1967. 

The prooi &ious. — (1) 6'raduated u&ithholding. — For wages paid after April 30, 
1960, the bill replaces the present v. ithholding tax rate with a series of six 
graduated rates ranging from 14 to 80 percent which are grouped in a system 
that takes a. ccount of the minimum standard. deduction or deductions of 10 per- 
cent of wages and of the taxpayer's marital status as well as the statutory tax 
rates which apply to the first $12, 000 of taxable income for single persons and 
$24, 000 of taxable income for married persons. The 80-percent rate also will 
apply to all higher levels of taxable income. 

Included in the bill is a provision, not a part of the President's recommenda- 
tions, which is designed to reduce orerwithholding. This provision, beginning in 
1967, will permit taxpayers whose itemized deductions as a percentage of their 
wages are in excess of certain limits to claim withholding allowances. These al- 
lowances will have the effect of additional withholding exemptions. Withholding 
allowances will be based on the excess of estimated itemized deductions (which 
cannot exceed the deductions itemized in the previous year) over a prescribed 
amount of estimated wage income (which cannot be less than the wage income 
received in the previous year) . The prescribed amount under the House bill would 
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1)e a composite of 12 percent of the first $7, 500 of estimated wages plus 17 percent 
of estimated wages in excess of $7, 500. Under your committee's bill the prescribed 
amount is to be a & omposite of 10 percent of the first g7, 500 of estimated wages 
plus 17 percent of estimated wages in excess of $7, 500. Under the House bill, 
beginning in 1967, withholding allowances could be claimed with respect to each 
full $700 of itemized deductions above the pres& ribed percentage amounts, except 
that the first allowan& e could be claimed if this excess amount equaled $350 or 
niore. Under your committee's amendments, withholding allowances may be 
claimed. only with respect to full units of $700 of itemized deductions above the 
prescribed percentage limitation, whether it is the first or a subsequent with 
holding allowance which is involved. Under both versions of the bill the Internal 
Revenue Service is authorized, . and ex&pected, to compile a table which will help 
taxpayers to determine the number of withholding allowances they may claim, 

(2) Quarterly payments of estiimated self-employment taa. — Effective for taxa- 
ble years beginning after December 31, 1966, self-emploved persons will be 
required to file declarations with respect to the total of their estimated income tax 
and self-employment tax and to make quarterly payments based on this declara- 
tion. The rules which now apply with regard to the requirement for filing a 
declaration of estimated income tax and the rules which govern the assessment of 
penalties for the underpayment o&f estimated tax will henceforth apply to the 
combined amount of estimated income tax and estimated self-employment tax. 

(3) Underpayment of estimated taz by indiotduals. — Under existing law, a 
penalty may be incurred by a taxpayer when the total of the amounts withheld 
from his wages and the amounts paid through quarterly payments of estimated 
tax are equal to less than 70 percent of the tax shown on his return. Effective for 
taxable years beginning after December 31, 1966, the present 70 percent provision 
is raised to 80 percent. 

(4) Acceleration of corporation income taa payments, — The schedule bringing 
corporation payments of estimated income tax liabilities above $100, 000 to a 
current basis will be accelerated so that the current payments basis will be 
reached in 1967 instead of 1970 as scheduled under present law. Calendar year 
corporations will pay 12 percent of their estiinated tax liabilities in April and 
June 1066, instead of the presently scheduled 9 percent. In 1967 and in following 
years, they will pay 25 percent of estimated tax liabilities on each payment date. 

(5) Excise tax on, passenger automobiles. — The excise tax rate on passenger 
automobiles effective on the day after enactment of the bill will revert to 7 percent 
(the rate before Jauuary 1, 1966) from 6 percent, and there will be a moratorium 
through March 31, 1068, on further tax rate reductions scheduled under present 
law. A. t the expiration of the moratorium, the excise tax on passenger auto- 
mobiles will fall to 2 percent, as presently scheduled for 1068, and then to 1 percent 
as presently scheduled for 1969. Under your committee's amendments no iioor 
stocks tax is to be imposed on the inventories of dealers and distributors. 

(6) Eacise tax on telepkone seroice. — The excise tax rate on telephone service 
will revert to 10 percent (the rate before January 1, 1066), from 3 percent, on 
general and toll telephone and teletypewriter exchange services. It will be in 
effect through March 31, 1968, when it will decline to 1 percent and will be 
repealed on January 1, 1060, as scheduled under present law. Nonprofit hospitals 
will be exempt from the tax on telephone services. These provisions will be 
effective with respect to bills rendered on or after the first day of the first month 
which begins more than 15 days after the effective date of this bill. 

(7) Indirect political contributions. — No deduction from income is to be 
allowed to an individual or a business for advertisiug, admissions to dinners~ 
programs, or any similar events, if any part of the net proceeds inures to the 
benefit of a political party or political candidate. In addition, no deduction is to 
be allowed for payments for admissions to inaugural balls, etc. , identified with a 
political party or a political candidate. The provision is to be applicable to 
taxable years beginning after Decmiiber 31, 1965, but only with respect to amounts 
paid after the date of enactment of the bill. 

(8) Information returns supplied to farmers. — The Department of Agriculture 
will be required to supply farmers with copies of information returns which now 
are sent to the Internal Revenue Service with respect to all payments of $600 o' r 
more made in any 1 year to an individual. The statements may be made through 
the national office of the Department of Agriculture, any of its State or local 
offices, or any of its agencies. The provision will be effective for reports sent 
out after the date of enactment of the bill. 
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II. REVENUE ElrFECTH 

As indicated in table 1, the bill is expected to increase fiscal year 1966 adminis- 
trative budget receipts by 81, 180 million and fiscal year 1967 receipts by $4, 800 
million. This latter figure is about the same as that recomiuended by the Presi- 
dent. In addition, consolidated cash budget receipts will be further increased by 
@00 million in the fiscal year 1067. This increase differs froni the recommenda- 
tion of the President only in that the $200 milliou under his recoinmendation was 
spread over the fiscal years 1066 and 1067. 

The largest single source of ad& litional revenue provided by the bill is at- 
tributable to advancing the payment dates for corporate tax. This is expected 
to iucrease revenues iu the fiscal year 1066 bv $1 billion aud revenues in fiscal 
year 1967 by $8. 2 billion. The excise reduction moratorium with respect to the 
taxes on autoinobiles and commuuicatious represeiits the second major revenue 
source under the bill. It is estimate&l that this ivill raise revenues by $8o mil- 
lion in the fiscal vear 1966 aud by 81, 205 million iu the fiscal year 1067. The 
provisions with respect to graduated withholding and the increase in the decla- 
ration requirement under the imlividual income tax from 70 tn 8&l percent of 
actual tax liabilitv are exp&cted to increase revenues by &'605 million in the 
fiscal year 1067. The provision with respect to graduated &vithholding is ex- 
pected to increase reveuue. in the fiscal vear 1966 by $05 million. 

Taf&zz 1. — Estimated revenue increase under FI. R. 10758 as reported by the Senate 
Committee on Finance, for the fiscal years 1&f66 and 1067 

[In millions of dot larsl 

Fiscal year 
1966 

Fiscal year 
1967 

Excises: 
Communications 
Automobiles 

Total excises 
Corporate speed-up 
Graduated withholding 
Increase in declaration requiremeut under 

tax from 70 to 80 percent 
individual income 

85 
1, 000 

95 

785 
420 

1, 205 
8, 200 

245 

150 

Total, administrative budget 
Self-employment tax, social security, quarteriy payments 

(goes into a trust fund) 

Total, cash budget 

1, 130 

1, 130 

4, 800 

200 

5, 000 

Table 2 shows the revenue impact of the graduated withholding system and 
the declaration requirement change approved by your commitl. ee. Only the six- 
rate graduated withholding system has an impact in the fiscal year 1066. As 
previously indicated, this is expected to increase revenues in that year by $95 
million. In the fiscal year 196&7 a six-rate graduated withholding sy, tern». ith 
no allowances for excess itemized deductions ivould increase revenues by $400 
million. If two-thirds of those eligible decrease overwithholding clue to item- 
ized deductions under the version of the provision approved by your committee, 
this gain will be reduced by gl i & million in the fiscal year 1067, resulting iu a 
net gain from graduated withholding of 82&45 million in the fiscal vcar 1067. 
However, the provision in raisiug the declaration requirement from 70 to 80 
percent effective for the fiscal year 106& is expected lo increase revenues by $150 
fnillion. As a result these actions, taken together, give rise to an estimated 
revenue gain of $895 million for the fiscal year 1967, or about the saine as that 
recommended by the President. In the fiscal vear 1968 the decrease in over- 
rvithholding attributable to allowances for itemized deductions will result in a 
loss of $260 million. This fiscal year 1968 loss of $260 million is a los over 
and above any ivlii& h ivould be iucurred under the president'6 recoinmeuda- 
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TAnzE 2. — Revenu'e egect of provisions of H. R. 18768 as reported by the Senate 
Committee on Finance, relating to graduated roithholding and declarations of 
estimated tax 

[In millions of dollarsl 

Cbange in receipts 

Provisions Effective date Full year 
effect Fiscal 

year 
1966 

Fiscal 
year 
1967 

Fiscal 
year 
1966 

6-rate graduated withholding 
Extra withholding allowance 

for excess deductions 1 

Increase requirement for esti- 
mated tax from 70 to 80 per- 
cent 

Total for individuals 

May 1, 1966 

Jan. 1, 1967 

Jan 1, 1967 

+ I, 240 

— 935 

+ 300 

+ 605 

+95 

+95 

+400 

-155 -230 

+ 150 

+395 — 230 

' Assumes zQ utilization by eligible taxpayers. 

tions. However, there is a net gain of $65 million in that year arising from 
extending the excise tax rates for passenger ears and communication services 
until April 1, 1968, which also would not be realized under the President's 
recommendations. 

III. REASONS FOR THE BILL 

I. Fiscat and economic l»ipact 
The tax adjustment bill of 1966 will help provide the additional revenues which 

your committee is advised will be required by the conflict in Vietnam. This 
bill is designed to help finance the additional expenditures required for this pur- 
pose without generating serious inflationary pressures in the domestic economy. 
The additional revenues will be derived from two general types of provisions. 
The first consists of improvements in tax collection procedures which, without 
affecting tax liabilities, involve a temporary increase in the amount of revenues 
bv making payments more current. The remaining provisions restore excise 
rates in effect on December 31, 1965, and impose a 2-year moratorium on pres- 
ently scheduled reductions in the excise taxes on passenger automobiles and tele- 
phone service. 

Were it not for special Vietnain costs, your committee has been informed the 
increase in Federal revenue attributable to the growth of the economy — growth 
largely in response to the tax reductions enacted in recent years — would be sutfi- 
cient not only to meet the regular requirements of Federal operations but also to 
provide a surplus. The President's budget message indicates that special Viet- 
nam expenses will account for an estimated $10. 5 billion of administrative bud- 
get expenditures for the fiscal year 1067. These expenses account for $5. 8 
billion of the $6. 4 billion increase in expenditures in the fiscal year 1967 over 
those for the fiscal year 1066. It is estimated that revenues would increase bv 
$7. 3 billion betrveen the 2 fiscal years if no change were made in existing tax 
laws, an amount that would be sufficient to produce a substantial budget surplus 
were it not for the extraordinary defense requirements. It will be recalled that 
when the Senate was considiering the Revenue Act of 1064 [P. L. 88 — 272, O. B 
1964 — 1 (Part 2), 6], which provided a reduction of $11. 5 billion, the largest reduc- 
tion ever provided — the then Secretary of the Treasury Douglas Dillon indicated 
tha. t despite this reduction, it might be possible to balance the budget in the fiscal 
vear 1067. It should be noted that this objective of u balanced budget in the 
fiscal year 1967 would be obtained were it not for the extraordinary defense 
expenditures arisiug from the conflict in Vietnam. Thus, were it not for the 
special Vietnam expenses of $10. 5 billion, there would be no need at this time for 
the 2-year excise tax reduction moratorium or for an advancement of the cor- 
porate tax payments at a more rapid rate than originally planned. 



As a result of these extraordinary defense requirements, this bill provides 
additional temporary revenues designed to improve the budgetary outlook for 
both the fiscal years 1906 and 1907 as indicated iu table 8. 

TsnLz 3. — Comparison of administrative budget receipts and expenditures with and 
without H. R. 187M as reported by the Senate Committee on 1"inance, fiscal years 
1866 and 1M7 

[In billions of doUars] 

Fiscal year Fiscal year 
1966 1967 

Change 
fisca year 
1967 over 
fiscal year 

1966 

Expenditures 
Receipts without bill 

106. 4 112. 8 
98. 8 106. 2 

+6. 4 
+7 3 

Deficit without bill ?. 6 6. 7 

Increase in receipts under bill 
Total receipts (including those under this bill) 

+1. 1 
100. 0 

+4. 8 
111. 0 

+3 7 
+11. 0 

Deficit after taking account of revenues 
under this bill 6. 5 1. 9 — 4. 6 

Nore. — Figures are based on President's budget message and therefore totals include estimated effects of 
preposedleglslatlon other than H. R. 12752. Figures are rounded and will not necessarily add to totals. 

Its provisions mill increase revenues over present law yields in the current 
fiscal year by an estimated $1. 1 billion on an administrative budget basis and by 
$4. 8 billion in the following fiscal year. As a result, the deficit in the administra- 
tion's budget expected for fiscal 1900 without the bill will be reduced from $7. 0 
to $0. 5 billion, and will fall sharply to $1. 7 billion in fiscal 1967. Viewed from 
the basis of the consolidated cash budget, the results of the bill will be even more 
significant. The anticipated consolidated cash budget deficit for the fiscal year 
1906 is expected to be $7 billion. In the fiscal year 1907, this deficit will be 
eliminated and a small surplus achieved as a consequence of the $5 billion that 
will be added to cash receipts by this bill in thai. year. Moreover, the bill will 
increase fiscal 1900 cash receipts by $1. 1 billion. 

The modifications in collection procedures enacted in this bill — that is, grad- 
Uated withholding, tighter declaration requirements, quarterly self-employment 
tax payments, and faster corporate income tax payments — will have a significant 
effect on revenues even though they will not iucrease tax liabilities. These 
changes in timing will result in the collection of some revenues in fiscal 1960 and 
fiscal 1967 which would otherwise not be collected until the following years. Once 
the transition to the new collection procedures is completed, however, tax pay- 
ments by individuals and corporations during each fiscal year will (apart from 
the effect of growth in the economy) be no greater than under present law. 

It is expected that the increased tax collections that result from this bill will 
have a moderating infiuence on the expenditures of individuals and business firms. 
This influence will tend to offset the expansionary effects of increased defense 
expenditures. Such a policy is appropriate in viett of the near capacity levels of 
output and employmcut at which the economy is notv operating. In the absence 
cf the moderating influence of increased tax collections, the total of private 
demand and Government requirements would threaten to exceed the present ca- 
pacity of the Nation's productive resources, and in that manner constitute a 
threat to price stability. 

The Nation has enjoyed 5 years of uninterrupted economic expansion, the 
longest period of peacetime expansion in U. S. business cycle annals. In 1901, 
at the start of the expansion, civilian labor force uuemployment reached 7 per- 
cent and 22 percent of manufacturing capacity remained idle. The Revenue Acts 
of 1962 [P, L. 87 — 804, C. B. 1902 — 8, 111] and 1964 [P. L. 88 — 272, C. B. 1904 — 1 (Part 2), 
0] and the Excise Tax Reduction Act of 1905 [P. L. 89~, C. B. 1965 — 2, 508], were 



in large part tlirected at the removal of restraints to growth in the private sector 
of the economy arising from tax rates that were too high. I argely as a result of 
these nieasures, the rate of uneiiiployment fell to 4 percent of the labor force in 
January 1066, and the c ipacity utilization index in manufacturing rose to 01 per- 
cent in the fourth quarter of 1965. 

Today the gap betweeii potential and actual output has thus been greatly 
narrowed. This is suggested by the recent behavior of the consumer and whole. 
sale prices indexes. After 4 years of virtual stability, the index of wholesale 
prices increased 2 percent from 1964 to 1965. The percentage increases in the 
Consumer Price Index from 1060 to 1964 averaged 1. 2 percent a year. In 1065 
the percentage increase was 1. 7 percent and would have been 1. 0 or 2 percent but 
for the effect of excise tax reductions enacted in the Excise Tax Reduction Act 
of 1065. 

Evidence of the approach to the full use of our capacity is also indicated in 
statistics on capacity utilization rates in various industries. In December 1065, 
several important industries were operating at or above their preferred operat- 
ing rates and the overall utilization index was only 1 point below the average 
preferred operating rate. 

As pointed out to your committee by the Secretary of the Treasury, the various 
provisions of the bill will have a restraining infiuence on demands on available 
capacity. Following the enactment of this bill, the amounts withheld from in- 
dividual wages will increase by $1. 24 billion at annual rates under the six-rate 
graduated withholdin system. While these increased collections of $1. 24 billion 
will be refiected in reduced amounts of tax due when final returns are filed in 
the spring of 1967 and, to a limited extent, in increased tax refunds, they will 
tend to reduce consumer purchases during the remaining portion of 1066 and 
during the early months of 1067. 

The fiscal effect of more accurate withholding will be reinforced by the require- 
ment that taxpayers pay at least 00 percent of their liability for the year through 
withholding, payments of estimated tax, or both, to avoid penalties for under- 
payments of estimated tax. This, too, will tend to lessen consumer spending 
during this period of extraordinary military expenditures. Presently only 70 
percent of the final liability need to be paid to avoid the application of penalties. 
(As under present law, however, penalties will not be imposed where payments 
equal the prior year's tax or are based on the prior year's income, or certain 
other conditions are met. ) 

The postponement of some corporate investment expenditures, as will occur 
as a result of the acceleration of corporate tax payments for the larger corpora- 
tions, will be favorable to continued economic stability. Current levels of cor- 
porate investment in new plant and equipment are high. Outlays for business 
fixed investment rose by 11. 5 percent in 1964 and by 15. 4 percent in 1065 as com- 
pared with an average annual rate of increase of 7. 5 percent in 1962 and 1963. 
Present announced plans indicate that investment will again increase at a rapid 
rate in the first half of 1066. Mild restraint, therefore, may well promote better 
balance between the rate of growth of output and investment in expanded capac- 
ity. It will also support our effori, to reduce the deficit in our balance of pav- 
ments f;o manageable levels. A source of strength in the balance-of-payments 
outlook in recent years has been the comparative stability in the prices of U S. 
goods as compared to rising prices of the goods of other nations. 
2. Correlating withhoMing with taz h'abilities 

Apart from their beneficial budgetary and economic ei'fects, improved collection 
techniques will mean important benefits to taxpayers. Under graduated with- 
holding, amounts withheld will more nearly approximate final liabilities. In 
particular, fewer taxpayers will have substantial amounts of tax to pay when 
they file their final return for the year. Last year for many taxpayers the fact 
that such bills remained to be paid in the spring of 1065 caused a measure of 
financial hardship and considerable resentment which tended to blunt the very 
substantial benefits provided bv the Revenue Act of 1964. Unless graduated 
withhol&ling is enacted, this experience is likely to be repeated in future years. 
Another result of the graduated withholding is that fewer employees will »ve 
overwithholding. Thus, this is a desirable improvement in collection procedures 
wholly apart from the temporary revenue increase. 

The bill incorporates a special withholding allowance which provides relief 
for those taxpayers who itemize deductions and would otherwise find that with- 



holding resulted in substantial unwanted overpayment of tax. This feature will 
also promote more accurate withholding as is shown subsequently in table 4 in 
this report. 
5. Gi&a»ge in corporate payments merely an advancein timing 

The proposal regarding corporate tax payments accomplishes by 1067 what 
would otherwise be accomplished by 1970. The Revenue Act of 1064 provided 
that corporations were to estimate and pay currently that portion of their tax 
liability expected to exceed $100, 000, but the transition to current payment was 
scheduled over a period which was to end in 1070. This bill simply achieves that 
transition by 1967. Instead of paying 0 percent of their estimated liabilities in 
excess of $100, 000 in April and June of 1066, calendar-year corporations will be 
required to pay 12 percent. In the final two quarters of 1066, these corporations 
will pay the same percentage, 25 percent, of these estimated liabilities as they 
are required to pay under present law. In 1967, these corporations will be 
required to pay in each quarter amounts equal to 25 percent of their estimated 
liabilities in excess of $100, 000. Under existing law, they would pay installments 
of 14 percent of this estimated liability in April and June 1967 and installments 
of 25 percent in Heptember and December 1967. Tables 0 and 10, presented sub- 
sequently in this report, show the schedules of pavments under present law 
and under the bill. 

$. Self-employment social security taa placed on current basis 
This bill makes provision, for the first time, for the declaration and quarterly 

payment of estimated social security tax liabilities with respect to self-employ- 
ment income. This bill places self-employed persons on the same current payment 
basis for social security tax purposes as they are on now for income tax purposes, 
and does so with a minimum degree of added complication. The declaration and 
estimated tax payment system now in effect is simply broadened to include es- 
timated self-employment social security tax. 
5. T&co-year moratorium for auto and telephone eacise reductions. 

The excise tax rate reductions scheduled under present law for 1966 aml later 
years in the case of telephone service and passenger automobiles are not rescinded 
by this bill. They are merely postponed for 2 years. This bill makes explicit 
provision for reduction on April 1, 1968, of these rates to the levels which would 
prevail under existing law, emphasizing the fact that the moratorium on rate 
reduction, while necessary in view of current budgetary and economic conditions, 
is not intended to cancel the eventual reductions of the 1065 act. Thus, the bill 
in this respect differs to a significant degree from the proposals of the adminis- 
tration: the administration would have postponed the auto and telephone excise 
tax reductions for 2 years — not only the reductions occurring in the next 2 years, 
but also the reductions occurring after that time. The bill, on the other hand, 
merely provides a moratorium for the reductions which would under present 
law occur in the next 2 years. Under the bill, the rates will fall at the end of 
the 2-year period to the rates scheduled to be in eRect at that time under present 
law, and subsequent reductions under present law are not further postponed. 

The excises on telephone service and passenger automobiles are selected for 
a number of reasons in addition to the fact that they yield substantial revenues. 
They are currently in effect, so that a moratorium on rate reduction is a much 
simpler matter administratively for business firms and the Government (since 
the payment and collection machinery is still in effect) than the reinstitution of 
excises previously repealed. The fact that these excises were not repealed out- 
right by the Excise Tax Reduction Act of 1065 but were scheduled for gradual 
reduction also is indicative of the order of priorities in excise tax reduction estab- 
lished by the Congress in 1065. Moreover, the burden cf these taxes is widely 
dispersed over the population, and, therefore, a disproportionate burden will not 
be imposed on a narrow segment of the population as a result of the moratorium. 

IV. GENERAL EXPLANATION 

1. Graduated toitbi&olding (sec. 101 of the bill and sec. 8402 of the code) 
Present la&c. — Under present law, employers withhold Federal income tax from 

wages and salaries at the rate of 14 percent after recognizing the withholding ex- 
emptions claimed by an employee for himself, his wife and any dependents. 
The 14-percent rate is equivalent to the average of the four tax rates which 

225-638' — 66 — 32 



apply to the in. itial $2, 000 of taxable income ($4, 000 for married couples), reduced 
to refiect the 10-percent standard deduction. To further refiect the standard de- 
duction, the value of exemptions is increased from $600 to $667 for withholding 
purposes, 

Employees claim withl-olding exemptions by filing withholding exempt, ion cer- 
tificates with their employers. These certificates remain in force until super- 
seded by the submission of later ones. The number of exemptions, claimed may 
be less than, but cannot exceed, the number of allowable exemptions. If the 
employer agrees, the employee may arrange to have extra amounts withheld from 
his wages. 

The present 14-percent withholding rate went into effect on March 5, 1964, 
implementing the rate reductions enacteil in the Revenue Act of 1964. It super- 
seded the withholding rate of 18 percent which had been in effect since 1954. 
The latter was equivalent to the 20-percent tax rate on the first $2, 000 of taxable 
income ($4, 000 for married couples) reduced to refiect the 10-percent standard 
deduction. 

General enplane'tlon of proeAioN. — Under the present withholding system, tax- 
payers, including those who derive all their income from wages subject to with- 
holding, often find that the amount of tax withheld from their wages differs sub- 
stantially from their income tax liability for the year. As a result, if the present 
system were continued, an estimated 12. 5 million tax returns would show a tax 
liability for the year 1966 significantly in excess of the amount of tax withheld. 
At the same time, an estimated 89. 8 inillion taxpayers, 20 inillion of them with 
incomes of $5, 000 or less, would have tax liabilities significantly less than the 
amounts withheld. from them. Those taxpayers who are underwithheld, in the 
sense that withholding falls short of their tax liability, must make payinents 
when they file their final return for the year. When such payinents are unex- 
pected, as they were for many taxpavers iu 1965, they can cause resentment and, 
at times, financial hardship. While taxpayers who are overwithheld receive a 
tax refund when thev file their final returns, for some, particularly those whose 
refund is large relative to their income, it can be a hardship to wait for such a 
refund. 

In the past the single-rate withholding structure resulted both in substantial 
underwithholding and overwithholding. However, the problem has become 
worse. With respect to underwithholding, the steady rise in individual and fam- 
ilv incomes has lifted many taxpayers into income brackets where the present 
withholding rate falls substantially short of their effective rate of tax. Moreover, 
important structural provisions enacted in the Revenue Act of 1964 are not 
refiected in the preseut system. 

Formerly, the first, taxable income bracket covered the initial $2, 000 of tax- 
able income for single persons and the initial $4, 000 of taxable income for 
married couples. In 1964 this range of taxable income was divided into four 
smaller brackets. To preserve the relationship between the withholding rate and 
taxable income that existed in the past, Congress adopted a withholding rate that 
refiected the average of the first four statutory rates rather than the lowest such 
tax rate. The Revenue Act of 1964 also introduced the minimum standard de- 
duction. This provision permits taxpayers with incomes which are low in 
relation to the size of their family to deduct an amount which exceeds 10 percent 
of their adjusted gross income even though they do not itemize deductions. The 
present withholding system, however, still takes into account only the IO-pe«ent 
standard deduction. 

As a result of the structural changes enacted in 1964, the present 14-percent 
withholding rate overivithholds on persons whose taxable income is less than 
$2, 000 if single or $4, 000 if married. This is true even though such persons claim 
only the standard or miniinum standard deduction, derive all their income from 
wages subject to withholding, are steadily employed during the year, and expe- 
rience no increase in exemptions during the year. 

At the same time, persons with incomes above these limits are likely to expe- 
rience underivithholding, since they are subject to income tax rates well in excess 
of 14 percent. Thus, of the 68. 1 million tax returns expected to be filed in 1966 
upon w hich wages and salaries will be listed and. ii ith respect to which no declara- 
tion pavments will be made, only 10. 8 million returns would tax withholding which 
comes within $10 of the actual liability under thc present withholding system. Of 
the remaining 52. 8 million returns, 89. 8 millon would show overwithholding and 
12. 5 million, underwithholding. 



The withholding system proposed in the bill will insure that for most wage 
earners amounts withheld will more closely approximate the final tax liability. 
The proposed system reiiects fully the graduated rates in the income tax rate 
scale for taxable incomes up to $12, 000 four single persons and $24, 000 for married 
couples. Even for returns with higher taxable incomes which show wage income, 
graduated withholding will be far more accurate than the existing system. More- 
over, these returns number only an estimated 600, 000. 

The proposed system also reflects the minimum standard deduction. This fact, 
taken in conjunction with the graduated rates and the withholding allowances, 
will reduce the amount of overwithholding from those with low and middle in- 
comes, as is shown in table 4. It is esi, imated, for example, that on returns list- 
ing income of $5, 000 or less, the total amount of overwithholding will decline by 
$605 million. This will be suiflcient to reduce the number of returns in this group 
on which overwithholding exceeds $10 from 20 to 12. 9 million and to increase 
the number of returns on which withheld tax comes to within $10 of thc final 
liability from 8. 4 to 15. 4 million. On returns with incomes of $5, 000 but less than 
$10, 000, overwithholding will be reduced by $455 million, largely as a result of the 
provision for withholding allowances described below. 

The bill includes a special relief provision which persons with substantial 
itemized deductions may elect and which further improves the accuracy of the 
withholding system. This feature, which was not included in the President's 
recommendations, permits taxpayers to claim withholding allowances with their 
employer, which will have the same effect as withholding exemptions, when their 
estimated itemized deductions exceed a specifled amount of their estimated wage 
and salary income. 

The special relief provision is included in recognition of the fact that taxpayers 
with substantial itemized deductions are likely to be overwithheld under both the 
existing withholding rate and the proposed rates. Overwithholding occurs be- 
cause most of those who itemize have deductions which, in total, exceed the allow- 
ance for deductions which is built into both the existing withholding system and 
the system provided in this bill. In both cases, the allowance for deductions 
built into the withholding rates, apart from the allowance for the minimum stand- 
ard deduction, is equal to 10 percent of wage and salary income. In 1962, for 
example, itemized deductions were equal on the average to 19. 6 percent of the 
adjusted gross incomes listed on the 26. 5 million returns upon which the standard 
deduction was not employed. Under the 14 percent withholding system, the re- 
sulting overwithholding arising from the use of these itemized deductions is 
estimated to account for 44 percent of the overwithholdiug at 1966 income levels. 

Under the graduated withholding rates, the importance of itemized deductions 
as a cause of overwithholding would increase substantially in the absence of the 
special relief provision. It is estimated that under the graduated withholding 
under the bill but without any withholding allowances overwithholding due to 
itemized deductions would increase to $3. 7 billion at 1966 income levels and would 
comprise 59 percent of the expected amount of overwithholding. Moreover, if vol- 
untary adjustments are disregarded as a source of. overwithholding, the percent- 
age of involuntary overwithholding attributable to itemized deductions in this 
case would approximate 70 percent. 

The special provision is not intended for the use of all taxpayers with wage 
income who itemize their deductions, but is designed for the relief of those per- 
sons for whom overwithholding might otherwise become a burden. Therefore, 
when estimated wages are $7, 500 or less, the withholding allowances provided by 
Vour committee's amendments are based on the amount of itemized deduc- 
tions estimated to exceed 10 percent of wage and salary income and, when 
estimated wage income exceeds $7, 500, they are based on the sum of $750 (10 per- 
cent of $7, 500) and 17 percent of wage and salary income in excess of $7, 500. 
For wage income above $7, 500 withholding allowances are not based on the excess 
of estimated itemized deductions over 10 percent of estimated wage and salary 
income in recognition of the fact that many taxpayers receive some income 
that is not subject to withholding and that the average amount of such 
income is greater at high-income levels than at low-income levels. The method of 
computing withholding allowances minimizes the possibility that a taxpayer who 
receives dividends, interest or other nonwage sources of income will inadvert- 
ently overcompensate for his itemized deductions and have a bill due at the encl 
of the year which be would not otherwise have incurred. It also reduces the 
effect of overestimates of deductions, or underestimates of income, leading to 
underwithhol ding. 



Table 4 indicates the effect of the graduated withholding provision of the bill 
and, contrasts that effect with the present syslem and the 6-rate system recom. 
mended by the President. 

Eoptanation of graduated totthhotdtng tates. — The bill substitutes six grad- 
uated rates for the present withholding rate and incorporates features designed 
to reflect the minimum standard deduction. Moreover, it permits employees who 
would otherwise be overwithheld to make adjustments if their itemized deduc- 
tions exceed specified amounts. 

The graduated rates, which range from 14 percent to 30 percent, are included 
in two separate rate schedules, one for single persons and heads of households, 
and the other, with wider brackets to take account of statutory income splitting, 
for married persons and surviving spouses. 

TABLE 4. — Rect of graduated tvithhotding provisions of H. B. 18758 ' as reported 
by the Senate Committee on Finance 

Present 
14 percent 

with- 
holding 

6-rate 
system 

Extra 
grOO al- 

lowances 

Com- 
bined 
total 

Change resulting from— 
Gradu- 

ated 
with- 

holding 

All returns: 
A. Number of returns 

(millions): 
1. Overwithholding 
2. Underwithholding 
3. Breakeven ' 

39. 8 
12. 5 
10. 8 

— 6. 3 — 0. 8 — 3. 5 +0. 7 
+9. 8 +0. 1 

— 7. 1 — 2. 8 
+9 9 

32. 7 
9. 7 

20. 7 

4. TotaL 
B. Amount (millions of dollars): 

1. Overwithholding 
2. Underwithholding 

Total withholding 
Under $5, 000 adjusted gross income: 

A, Number of returns 
(millions): 

1. Overwithholding 
2. Undcrwithholding 
3. Breakeven s 

63. 1 

6, 130 
2, 700 

36, 440 

20. 0 
3. 0 
8. 4 

— 7. 0 — 0. 1 
(') +0. 1 

+7. 0 (') 

— 7. 1 
+0. 1 
+7. 0 

+50 — 850 — 800 — 1, 190 +85 — 1, 105 

+1, 240 — 935 +305 

63. 1 

5, 330 
1, 595 

36, 745 

12. 9 
3. 1 

15. 4 

4. Total 
B. Amount (millions of dollars): 

1. Overwithholding 
2. U'nderwithholding 

Total withholding 
$5, 000 to $10, 000 adjusted gross 

income: 
A. Number of returns 

(millions): 
l. Overwithholding 
2. Underwithholding 
3. Breakeven s 

4. Total 
B. Amount (millions of dollars): 

1. Overwithholding 
2. Underwithholding 

31. 4 

2, 130 
340 

5, 720 

15. 0 
5. 7 
2. 0 

22. 7 

3, 000 
760 

— 500 — 105 
(') + 5 

— 500 — 110 

14 — 05 — 1. 2 +0. 4 
+2. 6 +0. 1 

— 20 — 435 — 250 + 30 

— 6Oo 
+5 

— 610 

— 1. 9 — 0. 8 
+2. 7 

— 455 — 220 

31. 4 

1, 525 
345 

5, 110 

13. 1 
4. 9 
4. 7 

22. 7 

2, 545 
540 

3. Total wii, hholding 
See footnotes nt end of table. 

17, 140 + 230 — 465 — 235 16, 905 
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TABrE 4. — Effect of graduated ioithholding prof isio»s of H. R. 12752 ' as ref&c& teel 
bff the Ser&ate Oo»&»&ittee on Ei»ar&cc — Gontinued 

Present 
14 nercent 

with- 
holding 

6-rate 
system 

Extra 
6700 al- 

lowance& 

Com- 
bined 
total 

Change resulting from— 
Gradu- 

ated 
with- 

holdin 

$10, 000 and over adjusted gross 
income: 

A. Number of returns 
(millions): 

1. Over withholding 
2. Underwithholding 
3. Breakeven' 

Total 
B. Amount (millions of dollars): 

l. Overwithholding 
2. Under withholding 

4. 8 
3. 8 
0. 4 

9. 0 

1, 000 
1, 600 

+ 2. I — 0. 2 — 2. 3 +0. 2 
+0. 2 (') 

+ 570 — 310 — 940 + 50 

+ l. 9 — 2. 1 
+0. 2 

+260 — 890 

6. 7 
l. 7 
0. 6 

1, 260 
710 

3. Total withholding 13, 580 + I, 510 — 360 + I, 150 14, 730 

& Based on taxable and nontaxable returns with no declaration payments. 
& Assumes r&&s utilization by eligible persons. 
& Breafteven defined as within $1 0 of the tax liability. 
& Negligible. 

Norx. — Based on calendar year 1966 levels of income. The ter&ns "overwithbolding, " and "underwith- 
holding, " in this table meaus the difference between actual tax liabilities (based on all types of income, 
deductions, ete. ) and tbe amount of tax withheld from wages and salaries. 

Source: Offiee of the Secretary of the Treasury, Office of Tax Analysis. 

The minimum standard deduction is taken into account by raising the value 
of the exemption to $700 for withholding purposes and by establishing an initial 
band of wage income after exemptions, equal to $200 on an annual basis, from 
which no tax will be withheld. This is consistent with the provisions regarding 
the minimum standarel deduction, which provide a deduction equal to a basic 
$200 amount for a single person, a head-of-household, or a married couple. and 
an additional $100 amount for each exemption claimed. The rate schedule 
reflects an allov ance for deductions of approximately 10 percent of wage and 
salary income at wage levels where the minimum standard deduction is not 
used. 

The withholding rate schedules for single persons and married persons as 
applied to an annual basis are as follows: 

SINGLE PERSON 

If the amount of &cages reduce&i bf& $700 
times the number of exemptions is: 

Not over $200 
Over $200 but not over $700 
Over $700 but not over $1, 200 
Over $1, 200 but not over $4, 400 
Over $4, 400 but not over $8, 800 
Over $8, 800 but not over $11, 000 
Over $11, 000 

1'he amount of inca&ne tax to be unthhel&l is: 
$0. 
14% of wages in excess of $200. 
$70 plus 15% of wages in excess of $700. 
$145 plus 17% of wages in excess of 81, 200. 
$689 plus 20c/c of wages in excess of $4, 400. 
$1, 569 plus 25% of wages in excess of g8, 800. 
$2, 119 plus 30% of wages in excess of $11, 009. 



MARRIED PERSON 
If the amount of wages reduced bg S700 

times the uttmber of eeeutotions is: The amount of income tme to be totthhetd ls: 
Not over $200 $0. 
Over $200 but not over $1, 200 14% of wages in excess of $200. 
Over $1, 200 but not over $4, 400 $140 plus 15% of wages in excess of $1, 200. 
Over $4, 400 but not over $8, 800 $620 plus 17% of wages in excess of $4, 400. 
Over $8, 800 but not over $17, 700 $1, 868 plus 20% of wages in excess of $8, 800. 
Over $17, 700 but not over $22, 000 . $8, 148 plus 25% of wages in excess of $17, 700. 
Over $22, 000 $4, 228 plus 80% of wages in excess of $22, 000. 

As under present law, employers will be permitted to compute withholding by 
means of either wage-bracket tables or by means of a percentage method. 
Wage-bracket tables for the various payroll periods now recognized, as set forth 
in the bill, will be distributed by the Internal Revenue Service. Instructions 
for applying the percentage method will also be supplied. 

With regard to any irregular supplemental wage pavment, such as a bonus, 
employers will be permitted either to compute withholding by treating the pay- 
ment as if it were part of the current or preceding regular wage payment or by 
applying a fiat percentage rate to the supplemental wage payment without mak- 
ing any allowance for exemptions. It is expected that the regulations wi)I 
provide for a fiat rate of around 20 percent. 

For the purpose of graduated withholding, married persons will be required to 
file new withholding exemption certificates with their employers if they wish to 
have the tax withheld from them based on the rates applicable to married couples. 
A person who is married to a nonresident alien, or a person legally separated from 
his spouse under a decree of divorce or separate maintenance, will be considered 
single for withholding purpose. . A "surviving spouse" — i. e. , a person whose 
spouse died during one of the two immediateiy preceding taxable years — and also 
a person whose spouse died during the taxable year, will be considered married 
for svitbholding purposes unless the deceased spouse was either a nonresident 
alien or was legally separated from the taxpayer under a decree of aivorce or 
separate maintenance at the time of his death. 

Employers are required to compute withholding on the basis of the rates 
applicable to single persons if an employee fails to submit a new withholding 
exemption certificate. 

With lmltling allotoanccs for persons toitfs substantial iternizctl deductions. — The 
House bill establishes a procedure whereby taxpayers with relatively large item- 
ized deductions may claim withholding allowances in addition to the regular 
withholding exeruptions. Each of these allowances will have the same effect on 
withholding from wages and salaries as a claimed exemption; that is, it will 
exempt $700 from withholding on an annual basis. 

Taxpavers svho wish to utilize this procedure will be required to estimate their 
wage and salary income and the amount of their itemized deductions. The 
amount of estimated wage and salary income for this purpose, however, may not 
be less than the amount shown on the return for the previous year, while the 
estimated amount of itemized deductions may not exceed the amount of such 
deductions claimed on the tax return filed for the previous year. Where a stand- 
ard deduction was used in the prior vear the deduction for that year is taken as 
10 percent of his wages for that year, or $1, 000, whichever is the lower. 

Under the House bill for those with estimated wage or salary incomes of $7, 500 
or less, the number of withholding allowances would be based on the amount by 
which estimated itemized deductions exceed 12 percent of estimated wage and 
salary income. For those v'ith higher estimated wages, the allowances would be 
based on the excess over the total of $900 (12 percent of $7, 500) plus 17 percent of 
estimated wage and salary income in excess of $7, 500. One allowarce could be 
claimed under the House-passed bill with respect to each full $700 of such excess, 
except that the first withholding allowance could be claimed when the excess 
reached $850 or more. This would mean, for example, that a taxpaver with an 
estimated wage income of $7, 000 for the year would under the House-passed bill 
be permitted to claim one withholding allowance if his itemized deductions exceed 
12 percent of his estimated wages ($840) plus $850 or, in other words, if his 
itemized deductions equal $1, 190. 
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Your committee has modified this IIouse-passed provision slightly. It has 
reduced the percentage by which an individual's itemized &leductions must exceed 
his estimated wage income from 12 percent of the first $7, $00 to 10 percent of tlie 
first $7, 500 (but made no change in the 17 percent requiremeut with respect to 
estimated wage and salary income in excess of $7, fi00). It has also removed the 
provision in the House bill which permitted an individual to obtain his first 
withholding allowance where the itemized deductions in excess of the percentage 
requirements equal or exceed $350, but not $700. Thus, your committee's action 
provides that in order to obtain any withholding allowance — either the first or a 
subsequent allowance — the taxpayer must have itemized deductions of a full $700 
in excess of the percentage minimum requirement for each such allowance 
claimed. 

Your committee removed this provision because its attention was directed to 
the fact that the allowance in numerous cases led to underwithholdiug of income 
tax. This is illustrated in a number of examples shown in table 6. This table, 
shown subsequently in this report, indicates in specific cases the tax liability and 
withholding under present law and House bill and your committee's action for 
persons with itemized deductions of various silzes. Your committee believed that 
underwithholding in such eases was especially unfortunate because the individ- 
uals involved in such eases would not expect to be underwithheld. Your com- 
mittee recognized nevertheless that the House action was taken in order to 
minimize overwithholding particularly for those with wage incomes below $10, 000 
and was in accord with the desire to reduce overwithholding in this area. For 
that reason, although your committee removed the privilege of an individual to 
claim a withholding allowance for his itemized deductions where those over the 
percentage requirement do not equal a full $700, it nevertheless provided relief 
from overwithholding for individuals in these income brackets by reducing the 
minimum percentage requirement from 12 to 10 percent with respect to the first 
$7, 500 of wage or salarv income. This reduction minimizes overwithholding for 
these income levels to the full extent possible without resulting in underwithhold- 
ing in an appreciable number of cases. It will also have the effect of reducing 
some overwithholding in other income levels as well. 

The House bill provided that the Secretary of the Treasury or his delegate 
could, by regulations, provide in certain eases that some or all of the withholding 
allowances were not to be available. The authority to disallow the withholding 
allowances was designed to provide for those cases where the employee's income 
was sufliciently high that the 30 percent top withholding rate would not result in 
withholding of the full tax liability. In such cases, the withholding allowances 
might merely increase the underwithholding. Your committee has accepted the 
House provision but made a technical change designed to make it clear that the 
wage levels where the withholding rate does not generally collect the full tax 
liabilities could be deterruined on an approximate basis. This recognizes the fact 
that due to the different deduction and exemption status of individuals and also 
due to variations in the extent of underwithholding which will result from the 
30-percent rate far varying sizes of incomes, it is not possible to compensate 
precisely for this underwithholding by disallowance of withholding allowances. 
Therefore, at these income levels an approximation must be used. This is made 
clear in your comniittee's amendment. 

Claims for withholding allowances under 'both the House bill and your commit- 
tee's amendments will be filed by employees with their employers on withholding 
exemption certificates or similar forms. The employer will then withhold tax 
on the basis of the total of the claimed exemptions and withholding allowances. 
For a calendar year taxpayer, claims for withholding allowances will remain in 
effect during the period in the calendar year which~reniains after the claim is 
filed aud, unless a claim for the next year is filed, for the first 4 months of that 
year. Withholding allowances must be claimed anew each year. After AIay 1 oi 
each year, employers will be required to disregard withholding allowances claimed 
on withholding exemption certificates filed in a prior calendar year. The fact 
that withholding allowances must be disregarded when a new claim is not filed 
will not affect the number of exemptions for dependents, etc. , to be taken into 
account. The employer will continue to compute withholding on the basis of the 
number of these exemptions shown on the last withholding exemption certificate 
filed by the emploVee. 
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The Secretary of the Treasury or his delegate is authorized to design ready 
reference tables, to be supplied employers for the guidance of their employees, 
which will simplify the determination of the number of withholding allowances 
to which an employee is entitled and it is the committee's understa. nding that 
this will be done. lVhen these tables are provided, they are to be the exclusive 
method for determining the number of withholding allowances. These tables are 
to be based on reasonable wage and itemized deduction brackets and may increase 
or decrease the number of withholding allowances computed under the 10 and 17 
percent otherwise allowable to the extent such departure results in withholding 
which more closely equals the tax liability with respect to the wage or salary in- 
come (not taking into account other income). 

To facilitate the above procedure, the bill increases the number of dates on 
which employers will be required to recognize changes in the number of exemp- 
tions and withholding allowances claimed by employees. In addition to the ex- 
isting January 1 and July 1 status determination dates upon which such changes 
must now be recognized, the bill adds the further dates of May 1 and October 1. 
As under existing law, employers will be permitted to give ei'feet to amended 
withholding exemption certificates prior to the given dates if they wish to do so. 

The bill also provides that for married couples the computation as to whether 
they are entitled to withholding allowances must be made on a joint basis unless 
they file separate returns for the prior year and expect to file separate returns 
for the current year. Married couples may divide the exemptions and with- 
holding allowances to which they are jointly entitled if both receive wages sub- 
ject to withholding. Furthermore, the bill requires that employees who work 
simultaneously for two or more employers may claim withholding allowances 
with only one of these employers. 

The bill also provides a civil penalty of )60 to be imposed when a taxpayer lists 
wage and salary income of less than the amount received in the previous year 
or if he lists itemized deductions iu excess of the amount claimed in the previous 
year. The civil penalty does not apply, however, if the misstatement does not 
result in reduced withholding or the tax liability does not exceed the amount 
withheld plus the payments of estimated tax. 

Present law (sec. 7205) already provides that where an individual who is re- 
quired to supply information to his employer under the withholding tax provision 
wiHfully supplies false or fraudulent information or willfully fails to supply in- 
formation he is to be fined not more than $600 or imprisoned for not more than 
1 year, or both. This presently applies to withholding tax exemptions and, under 
the bill, is extended to withholding allowances since for purposes of the internal 
revenue laws these allowances are treated as withholding exemptions. It should 
be noted, however, that this criminal penalty applies only in the ease of "willful 
violations, " and in practice it is applied only where the omission or failure re 
suits in a substantial amount of underwithholding. 

Effectiv date. — Withholding under the new graduated rates is to apply 
with respect to remuneration paid after April 80, 1966. The special relief pro- 
cedures for persons with substantial itemized deductions will apply in years be- 
ginning after December 81, 1900. It was thought that this latter provision should 
not apply before 1967 because time was needed to acquaint taxpayers with the 
basic 0-rate graduated withholding system. Moreover, since the graduated sys- 
tem is not in effect for the first 4 months of 1906, any overwithholding attributa- 
ble to these rates is not expected to be serious in 1900. 

Revenue effect. — It is estimated that the proposals relating to graduated with- 
holding will increase the amount of tax withheld by $1, 240 million at annual 
rates during the calendar year 1900. YV'hen the procedures for claiming with- 
holding allowances become eRective, this amount will be reduced, if two-thirds 
of those eligible avail themselves of the procedure, to $805 million. As a result 
of the increase in amounts withheld, there will be a temporary increase in Fed- 
eral tax collections of $95 million in budget receipts in the fiscal year 1906 and 
an increase of $245 million in budget receipts for the fiscal year 1967. A decrease 
in present revenues of $280 million is expected in the fiscal year 1968, the year 
in which the withholding allowance system becomes fully effective. 

Effect of graduated neith, ltolding at different income 7evels. — Table 5 compares 
the average amount of overwithholding and underwithholding under present law 
and under the graduated withholding system for all returns, for those with ad- 
justed gross income under $o, 000, for those with income between $5, 000 and 
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TABLE 5. — Comparison of average amounts of underurithholding and overurithholding 
under present 1am and as approved by the Senate Finance Corr1rrrittee 

Present 14 pcrccnt 
withholding 

Graduated withholding inciuci- 
ing withholding allowances 

Re- 
turns ' 

Amount Average Re- 
turns i 

Amount Average 

All returns: 
Overwithholding 
Underwithholding 

Under $5, 000 adjusted gross 
income: 

Overwithholding 
Underwithholding 

$5, 000 to $10, 000 adjusted 
gross income: 

Overwithholding 
Underwithholding 

$10, 000 and over adjusted 
gross income: 

Overwithholding 
Underwithholding 

Mi I- 
lions 
45. 2 
17. 9 

24. 2 
7. 2 

16. 0 
6. 7 

5. 0 
4. 0 

Mil- 
lions 

$6, 130 
2, 700 

2, 130 
340 

3, 000 
760 

1, 000 
1, 600 

$136 
151 

88 
47 

188 
113 

200 
400 

Mil- 
h'ons 
43. 0 
20. 1 

20. 6 
10. 8 

15. 4 
7. 3 

7. 0 
2. 0 

Mil- 
lions 

$5, 330 
1, 595 

1, 525 
345 

2, 545 
540 

1, 260 
710 

$124 
79 

74 
32 

165 
74 

180 
355 

I Returns from the glo tolerance breakeven class have been assigned equally to overwithhoiding and 
nndcnvithholding. 

$10, 000, and for those with such inconie over $10, 000. As is indicated in this 
table, H. R. 12752 makes a substantial reduction in uaderwithholding, decreasing 
this in the average case from $151 to $79. In addition, the bill, although pri- 
marily concerned with uaderwithholding, also substantially decreases overwith- 
holding as well. This is attributable both to the provision for the minimum 
staadard deduction ia the lower brackets and also to the provision for a with- 
holding allowance for those with substantial overwithholding. It should be 
noted that in the average ease overwithholding is decreased in all three of the 
major income cate, ories as well as on an overall basis. 

Tables 6-A through 6 — G show the tax liability for single persons, marrierl 
couples with ao dependents, and married «ouples with two dependents for various 
wage income levels. This tax liability is shown for varying assumed levels of 
standard (or minimum standard) or itemized deductions. The assumptions 
shown are for a 10-percent deduction, a 15-percent deduction, a 20-percent 
deduction, a 221/z-percent deduction, a 25-percent deduction, a 27zfs-percent 
deduction, and a 30-percent deduction. With the tax liability in each of these 
cases, there is shown the amount withheld at the 14-percent fiat rate of existing 
law, the graduated withholding passed by the House of Representatives and the 
amendment provided by your committee's bill. The special withholding allow- 
ance for those with substantial itemized dedu«tions begins to decrease ovcrwith- 
holding above the 15-percent level. ' Thus the inipact of this allowance is shown 
only on tables 6-C through 6 — G. For these tables the effect of the withholding 
allowance is taken into account in the amount of withholdin under the graduated 
withholding systeia. These tables show both the change in withholding froni 
present law and the overwithholding or underwithholding under present law, 
under the graduated withholding system passed by the House of Representatives 
aad as amended by your conimittee. 

'Although itemized dednctions are taken into acco1mt on the first $7, 500 of income where 
ibey exceed 10 percent, this nevertheless does not result in the availability of a special 
withholding allowance below the 15-percent level because this allowance is available on]y 
when there is a full $700 above the 10 percent, 



TAlsLz 6-A. — Underwithholding and overwithholding under present lau&, under H. R. 
1p758 as passed by the House of Representatives, and under the Finance Committee 
amendment; selected taxpayers with deductions the greater of the minimum standard 
deduction or 10 percent of mage income 

Amount of withholding Overwithholding (+) or 
underwithholding ( — ) 

Wage income Tax liability 
Present 

14 percent 
House bill and 

committee 
amendment 

Present 
14 percent 

House bill and 
committee 

amendment 

SINGLE INDIVIDUAL 

$1, 000 
$2&000 
$3, 000 
$5&000 
$7, 500 
$10&000 
$12, 500 
$15, 000 
$20, 000 
$25&000 
$35, 000 

$16 
163 
329 
671 

1, 168 
1, 742 
2, 398 
3, 154 
4, 918 
6, 982 

11, 627 

$47 
187 
327 
607 
957 

1, 307 
1, 657 
2, 00? 
2, 707 
3, 407 
4, 807 

$14 
162 
332 
672 

1, 169 
1, 694 
2, 359 
3, 109 
4, 609 
6, 109 
9, 109 

+$31 
+24 — 2 — 64 — 211 — 435 — 741 — 1, 147 — 2, 211 — 3, 575 — 6, 820 

— $2 — 1 
+3 
+1 
+1 — 48 — 39 — 45 — 309 — 873 — 2, 518 

MARRIED COUPLE NO DEPENDENTS 

$2, 000 
$3&000 
$5, 000 
$7, 500 
$10&000 
$12&500 
$&15, 000 
$20, 000 
$25&000 
$35, 000 

$58 
204 
501 
914 

1, 342 
1, 831 
2, 335 
3, 484 
4, 796 
7, 997 

$93 
233 
513 
863 

1, 213 
1, 563 
1, 913 
2, 613 
3, 313 
4, 713 

$56 
200 
500 
909 

1, 334 
1, 828 
2, 328 
3, 373 
4, 703 
7, 703 

+$35 
+29 
+12 — 51 — 129 — 268 — 422 — 871 — 1, 483 — 3, 284 

— $2 
4 — 1 — 5 — 8 — 3 — 7 — 111 — 93 — 294 

MARRIED COUPLE, 2 DEPENDENTS 

$3&000 
$5, 000 
$7, 500 
$10, 000 
$12, 500 
$15&000 
$20, 000 
$25&000 
$35, 000 

$4 
290 
686 

1, 114 
1, 567 
2, 062 
3, 160 
4, 412 
7, 529 

$46 
326 
676 

1, 026 
1, 376 
1, 726 
2, 426 
3, 126 
4, 526 

0 
$290 

671 
1, 096 
1, 548 
2, 048 
3, 048 
4, 283 
7, 283 

+$42 
+36 — 10 — 88 — 191 — 336 — 734 — 1, 286 — 3, 003 

$4 
0 

+5 — 18 — 19 — 14 — 112 — 129 — 246 
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TABLE 6 — B. — Underwithholding and overwithholding under present law, under 
H R 187ba as passed by the House of Representatives, and under the Finance 
Committee amendment; selected taxpayers with deductions the greater of the minimum 
standard deduction or 1o percent of wage income 

Wage income Tax lfabf9ti' 

Amount of withholding Overwfthholding (+) or 
underwithholding (-) 

Present House bill and 
14 percent committee 

amendment 

SINGLE INDIVIDUAL 

Present 
14 percent 

House bill and 
commit tee 

amendment 

$1, 000 
$2, 000 
$3, 000 
$5, 000 
$7, 500 
$10, 000 
$12, 500 
$15, 000 
$20, 000 
$25, 000 
$35, 000 

$16 
161 
302 
624 

1, 080 
1, 605 
2, 198 
2, 884 
4, 498 
6, 382 

10, 700 

$47 
187 
327 
607 
057 

1, 307 
1, 657 
2, 007 
2, 707 
3, 407 
4, 807 

$14 
162 
332 
672 

1, 169 
1, 694 
2, 350 
3, 109 
4, 609 
6, 109 
9, 109 

+$31 
+26 
+25 — 17 — 123 — 298 — 541 — 877 — 1, 791 — 2, 975 — 5, 893 

— $2 
+1 

+30 
+48 
+89 
+89 

+ 161 
+ 225 j 111 — 273 — 1, 591 

MARRIED COUPLE, NO DEPENDENTS 

$2, 000 
$3, 000 
$5, 000 
$7, 500 
$10, 000 
$12, 500 
$15, 000 
$20, 000 
$25, 000 
$35, 000 

$58 
192 
458 
843 

1, 247 
1, 694 
2, 161 
3, 210 
4, 396 
7, 314 

$93 
233 
513 
863 

1, 213 
1, 563 
1, 913 
2, 613 
3, 313 
4, 713 

$56 
200 
500 
909 

1, 384 
1, 828 
2, 328 
3 373 
4, 703 
7, 703 

+$35 — 41 
+55 
+20 — 34 — 131 — 248 — 597 — 1, 083 — 2, 061 

— $2 
+8 

+42 
+66 
+87 

+ 134 
+ 167 
+ 163 
+307 
+ 389 

MA RRIED CO UPLE, 2 DEPENDENTS 

$3, 000 
$5, 000 
$7, 500 
$10, 000 
$12, 500 
$15, 000 
$20, 000 
$25, 000 
$85, 000 

$4 
268 
616 

1, 010 
1, 430 
1, 897 
2, 910 
4, 058 
6, 866 

$46 
326 
676 

1, 026 
1, 376 
1, 726 
2, 426 
3, 126 
4, 526 

0 
$290 

671 
1, 006 
1, 548 
2, 048 
3, 048 
4, 283 
7, 283 

+$42 
+58 
+60 
+7 — 54 — 171 — 484 — 932 — 2, 340 

— $4 
+22 
+55 
+77 

+118 
+ 151 
+ 138 
+ 225 
+ 417 



TARz, z 6 — C. — UnderMithholding and overtvithholding under present late, under H. R. 
19758 as passed by the House of Representatives, and under the Finance Committee 
amendment; selected taxpayers zvith deductions the greater of the minimum standard 
deduction or 80 percent of tvage income 

Amount of withholding 0verwithholding (+) or 
underwithholding (-) 

Wage income 
Tax 

liability 
Present 14 

percent 
House 

bill ~ 

Com- 
mittee 
amend- 
ment z 

Under H. R. 12752 

Present 14 
percent 

House 
bill & 

Com- 
mittee 
amend- 
ment z 

Under H. R. 12752 

SINGLE INDIVIDUAL 

$1, 000 
$2, 000 
$3, 000 
$5IOOO 
$7, 500 
$10, 000 
$12, 500 
$15, 000 
$20, 000 
$25, 000 
$35, 000 

$16 
145 
276 
576 
998 

1, 480 
2, 022 
2, 638 
4, 096 
5, 800 
9, 772 

$47 
187 
327 
607 
957 

1, 307 
1, 657 
2, 007 
2, 707 
3, 407 
4, 807 

$14 
162 
332 
553 

1, 029 
1, 529 
2, 149 
2, 899 
4, 399 
5, 899 
9, 109 

$14 
162 
332 
672 

1, 029 
1, 529 
2, 149 
2, 899 
4, 399 
5, 899 
9, 109 

+$31 
+42 
+51 
+31 — 41 — 173 — 365 — 631 — 1, 389 — 2, 393 — 4, 965 

— $2 
+17 
+56 — 23 
+31 
+49 

+127 
+ 261 
+ 303 
+99 

s — 663 

— $2 
+17 
+56 
+96 
+31 
+49 

+127 
+ 261 
+303 
+ 99 

s — 663 

MARRIED COUPLE, NO DEPENDENTS 

$2, 000 
$3, 000 
$5, 000 
$7, 500 
$10, 000 
$12, 500 
$15, 000 
$20, 000 
$25, 000 
$35, 000 

$56 
170 
418 
772 

1, 152 
1, 556 
1, 996 
2, 960 
4, 044 
6, 668 

$93 
233 
513 
S63 

1, 213 
1, 563 
1, 913 
2, 613 
3, 313 
4, 713 

$56 
200 
395 
790 

1, 215 
1, 688 
2, 188 
3, 198 
4, 493 
7, 283 

$56 
200 
500 
790 

1, 215 
1, 688 
2, 188 
3, 19S 
4, 493 
7, 283 

+$37 
+63 
+95 
+91 
+61 
+7 — 83 — 347 — 731 — 1, 955 

0 
+$30 — 23 
+18 
+63 

+132 
+192 
+ 238 
+449 
+ 615 

0 
+$30 
+82 
+18 
+63 

+132 
+192 
+ 238 
+ 449 
+ 615 

MARRIED COUPLE, 2 DEPENDENTS 

$3, 000 
$5, 000 
$7, 500 
$10, 000 
$12, 500 
$15, 000 
$20, 000 
$25, 000 
$35, 000 

0 
$230 

552 
924 

1, 304 
1, 732 
2, 660 
3, 708 
6, 236 

$46 
326 
676 

1, 026 
1, 376 
1, 726 
2, 426 
3, 126 
4, 526 

0 
$185 

560 
977 

1, 408 
1, 908 
2, 908 
4, 098 
6, 863 

0 
$290 
560 
977 

1, 408 
1, 908 
2, 908 
4, 098 
6, 863 

+$46 
+96 

+ 124 
+ 102 
+72 — 6 — 234 — 582 — 1, 710 

0 — $45 
+8 

+53 
+ 104 
+176 
+ 248 
+390 
+ 627 

0 
+$60 

+8 
+53 

+104 
+] 76 
+ 248 
+390 
+ 627 

' With an extra $700 exemption for withholding purposes for each $700 by which 12 percent of the first 
$7, 500 of estimated wages plus 17 percent, of tbe remainder of estimated wages is exceeded bv estimated 
itemized deductions, except that a single additional allowance is allowed where the itemized deductions 
above the floor equal or exceed $350 rather than $700. 

z With an extra $700 exemption for withholding purposes for each $700 by which 10 percent of the first 
$7, 500 of estimated wages plus 17 percent of the remainder of estimated wages is exceeded by estimated 
itemized deductions. ' Allowance does not Increase underwithbolding because of limitation provided by the bilL 





TARLR 6 — E. — Vndertvithholding and overu&ithholding under present late& under 
H. R. 18758 as passed by the House of Representatives, and under the Finance Com- 
mittee amendment; selected taxpayers ivith deductions the greater of the minimum 
standard deduction or 85 percent of mage income 

Amount of withholding Overwithholding (+) or 
underwithholding (-) 

Wage income 
Tax 

liability 
Present 14 

percent 
House 
bill & 

Com- 
mittee 
amend- 
ment & 

Under H. R. 12752 

Present 14 
percent 

Under H. R. 12752 

Com- 
House mittee 
bill & amend- 

ment & 

SINGLE INDIVIDUAL 

$1&000 
$2&000 
$8, 000 
$5&000 
$7, 500 
$10, 000 
$12, 500 
$15, 000 
$20, 000 
$25, 000 
$35, 000 

$16 
130 
250 
528 
916 

1, 355 
1, 847 
2, 398 
3, 706 
5, 238 
8, 855 

$47 
187 
327 
607 
957 

1, 307 
1, 657 
2, 007 
2, 707 
3, 407 
4, 807 

$14 
162 
213 
553 

1, 029 
1, 529 
2, 149 
2, 689 
4, 189 
5, 479 
8, 899 

$14 
162 
332 
553 

1, 029 
1, 529 
1, 969 
2, 689 
3, 979 
5, 479 
8, 899 

+$31 
+57 
+77 
+79 
+41 — 48 — 190 — 391 — 999 — 1, 831 — 4, 048 

— $2 
+32 — 37 
+25 

+113 
+ 174 
+ 302 
+291 
+488 
+ 241 
s +44 

— $2 
+32 
+82 
+25 

+ 113 
+ 174 
+ 122 
+ 291 
+ 273 
+ 241 
i+44 

MARRIED COUPLE, NO DEPENDENTS 

$2, 000 
$3, 000 
$5, 000 
$7, 500 
$10, 000 
$12, 500 
$15, 000 
$20, 000 
$25&000 
$35, 000 

$42 
148 
378 
701 

1, 057 
1, 418 
1, 831 
2, 710 
8, 694 
6, 038 

$93 
233 
513 
863 

1, 213 
1, 563 
1, 913 
2, 613 
8, 313 
4, 713 

$56 
98 

395 
790 

1, 215 
1, 688 
2, 048 
3, 048 
4, 098 
6, 863 

$56 
200 
395 
790 

1, 215 
1, 548 
2, 048 
2, 908 
4, 098 
6, 863 

+$51 
+85 

+ 135 
+ 162 
+ 156 
+ 145 
+82 — 97 — 381 — 1, 325 

+$14 — 50 
+17 
+89 

+158 
+270 
+217 
+ 338 
+ 404 
+ 825 

+$14 
+52 
+17 
+89 

+ 158 
+ 130 
+ 217 
+ 198 
+ 404 
+825 

MARRIED COUPLE, 2 DEPENDENTS 

$3, 000 
$5&000 
$7&500 
$10, 000 
$12, 500 
$15&000 
$20, 000 
$25, 000 
$35, 000 

0 
$192 

488 
829 

1, 185 
1, 567 
2, 410 
8, 358 
5, 612 

$46 
326 
676 

1, 026 
1, 376 
1, 726 
2, 426 
3, 126 
4, 526 

0 
$185 
560 
977 

1, 408 
1, 768 
2, 768 
3, 748 
6, 443 

0 
$185 
560 
977 

1, 288 
1, 768 
2, 628 
3, 748 
6, 443 

— $46 
+ 134 
+ 188 
+ 19? 
+ 191 
+ 159 
+16 — 232 — 1, 086 

0 — $7 
+72 

+ 148 
+ 223 
+ 201 
+ 358 
+ 390 
+831 

0 — $7 
+72 

+ 148 
+98 

+ 201 
+ 218 
+ 390 
+ 881 

' With an extra $700 exemption for withholding purposes for each $700 by which 12 percent of the iirst 
$7, 500 of estimated wares plus 17 percent of the remainder of estimated wages is exceeded by estimated 
itemized deductions exoept that a single additional allowance is allowed where the itemized deductions 
a ove the floor equal or exceed $350 rather than $700. 

i With an extra $700 exemption for withholding purposes for each $700 by which 10 percent of the first 
$7, 500 of estimated wages plus 17 percent of the reroainder of estimated wages is exceeded by estimated 
itemized deductions. 

z Afiowance does not result in underwithholding because of limitation provided by the bill, 
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TABLE 6 — F. — Underuifhholding and overu&ithholding under present late, under 
K. R. 187t&8 as passed by the House of Representatives, and under the Finance 
Committee amendment; selected taxpayers tvith deductions the greater of the 
minimum standard deduction or 87&~z percent of mage income 

Amount of withholding Overwithholding (+) or 
underwitbholding ( — ) 

Wage income 
Tax 

liability 
Under H. R. 12752 Under H. R. 12752 

Present 14 
percent 

House 
bill i 

Com- 
mittee 
amen d- 
ment z 

Present 14 
percent 

House 
bill i 

Com- 
mittee 

amend- 
ment z 

SINGLE INDIVIDUAL 

$1, 000 
$2, 000 
$3, 000 
$5, 000 
$7, 500 
$10, 000 
$12, 500 
$15, 000 
$20, 000 
$25, 000 
$35, 000 

$16 
122 
238 
505 
874 

1, 292 
1, 760 
2, 278 
3, 514 
4, 970 
8, 418 

$47 
187 
327 
607 
957 

1, 307 
1, 657 
2, 007 
2, 707 
3, 407 
4, 807 

$14 
162 
213 
553 

1, 029 
1, 389 
1, 969 
2, 689 
3, 979 
5, 269 
8, 479 

$14 
162 
332 
553 

1, 029 
1, 389 
1, 969 
2, 479 
8, 979 
5, 269 
8, 479 

+$31 
+65 
+89 

+ 102 
+83 
+15 — 103 — 271 — 807 — 1, 563 — 3, 611 

— $2 
+40 — 25 
+48 

+ 155 
+97 

+209 
+ 411 
+ 465 
+299 
5+ 61 

— $2 
+40 
+94 
+48 

+ 155 
+97 

+ 209 
+ 201 
+ 465 
+ 299 
z+ 61 

MARRIED COUPLE, NO DEPENDENTS 

$2&000 
$3&000 
$5, 000 
$7, 500 
$10, 000 
$12, 500 
$15, 000 
$20, 000 
$25, 000 
$35, 000 

$35 
136 
358 
665 

1, 010 
1, 354 
1, 748 
2, 585 
3, 519 
5, 723 

$93 
233 
513 
863 

1, 213 
1, 563 
1, 913 
2, 613 
3, 313 
4, 713 

$56 
98 

395 
790 

1, 096 
1, 548 
2, 048 
2, 908 
3, 923 
6, 653 

$56 
200 
395 
790 

1, 096 
1, 548 
1, 908 
2, 908 
3, 923 
6, 443 

+$58 
+97 

+ 155 
+ 198 
+ 203 
+ 209 
+ 165 
+28 — 206 — 1, 010 

+$21 — 38 
+37 

+ 125 
+86 

+ 194 
+ 300 
+ 323 
+ 404 
+ 930 

+$21 
+64 
+37 

+ 125 
+86 

+ 194 
+ 160 
+323 
+ 404 
+720 

MARRIED COUPLE, 2 DEPENDENTS 

$3, 000 
$5&000 
$7&500 
$10, 000 
$12&500 
$15, 000 
$20, 000 
$25, 000 
$35, 000 

0 
$174 

456 
782 

1, 126 
1, 484 
2, 285 
3, 191 
5, 332 

$46 
326 
676 

1, 026 
1, 376 
1, 726 
2, 426 
3, 126 
4, 526 

0 
$185 

560 
858 

1, 283 
1, 768 
2, 628 
3, 573 
6, 233 

0 
$185 
560 
858 

1, 283 
1, 628 
2, 628 
3, 573 
6. 023 

+$46 
+ 152 
+ 220 
+ 244 
+ 250 
+ 242 
+ 141 — 65 — 806 

0 
+$11 
+ 104 
+76 

+ 157 
+ 284 
+ 343 
+ 382 
+ 901 

0 
+$11 
+ 104 
+76 

+ 157 
+ 144 
+ 343 
+ 382 
+ 691 

' With an extra $700 exemption for withholding purposes for each 3700 by which 12 percent of the first 
f7, 500 of estimated wages plus 17 percent of the remainder of estimated wages is exceeded by asti&noted 
itemized deductions, except that a single additional allowance is alloived where the itemized deductions 
above the floor equal or exceed $350 rather than 3700. 

& With an extra 3700 exemption for withholding purposes for each 3700 by which 10 percent of tbe first 
37, 500 of estimated wages plus 17 percent of the remainder of estimated wages is exceeded by estimated 
itemized deductions. 

' Allowance does not result in underwithholding because of limitation provided by the bill. 



TABLE 6- G. — Underwithholding and o&&erwithholdkng under present late, under 
FI. R. 18758 as passed by the House of Represen~tioes, ond under the Finance 
Committee amendment; selected taxpayers with deductions the greater of the minimum 
standard deduction or 80 percent of wage income 

Amount of adthholding 0verwitbholding (+) or 
underwithholding ( — ) 

Wage income 
Tax 

liability 
Present 14 

percent 
House 
bill & 

Com- 
mittee 
amend- 
ment ' 

Under H. R. 12752 

Present 14 
percent 

Under H. R. 12752 

Com- 
House mittee 
bill & amend- 

ment z 

SINGLE INDIVIDUAL 

$1, 000 
$2, 000 
$3&000 
$5&000 
$7, 500 
$10&000 
$12, 500 
$15, 000 
$20, 000 
$25, 000 
$35, 000 

$14 
115 
225 
481 
833 

1, 230 
1, 672 
2, 162 
3, 334 
4, 708 
7, 980 

$47 
187 
327 
607 
957 

1, 307 
1, 657 
2, 007 
2, 707 
3, 407 
4, 807 

$14 
56 

213 
553 

1, 029 
1, 389 
1, 969 
2, 479 
8, 769 
5, 059 
8, 059 

$14 
162 
332 
553 
889 

1, 389 
1, 794 
2, 479 
3, 769 
5, 059 
8, 059 

+$33 
+72 

+ 102 
+ 126 
+ 124 
+77 — 15 — 155 — 627 — 1, 301 — 3, 178 

0 — $59 — 12 
+72 

+ 196 
+159 
+297 
+ 317 
+ 435 
+351 ' +79 

0 
+$47 
+107 
+72 
+50 

+ 159 
+ 122 
+ 317 
+485 
+351 

s +79 

MARRIED COUPLE, NO DEPENDENTS 

$2&000 
$3&000 
$5, 000 
$7, 500 
$10, 000 
$12, 500 
$15, 000 
$20, 000 
$25&000 
$35, 000 

$28 
120 
338 
630 
962 

1, 294 
1, 666 
2, 460 
3, 344 
5, 436 

$93 
233 
513 
863 

1, 213 
1, 563 
1, 913 
2, 613 
3, 313 
4, 718 

0 
$98 
395 
790 

1, 096 
1, 548 
1, 908 
2, 768 
8, 748 
6, 233 

$56 
200 
395 
671 

1, 096 
1, 408 
1, 908 
2, 768 
3, 748 
6, 233 

+$65 
+)07 
+ 175 
+ 233 
+ 251 
+ 269 
+ 247 
+ 153 — 31 — 723 

— $28 — 28 
+57 

+160 
+ 134 
+ 254 
+ 242 
+ 308 
+ 404 
+ 797 

+$28 
+74 
+57 
+41 

+ 134 
+ 114 
+ 242 
+ 308 
+ 404 
+797 

MARRIED COUPLE, 2 DEPENDENTS 

$3, 000 
$5, 000 
$7, 500 
$10, 000 
$12&500 
$15, 000 
$20, 000 
$25&000 
$35, 000 

0 
$155 
426 
734 

1, 066 
1& 402 
2, 172 
3, 035 
5, 052 

$46 
326 
076 

1, 026 
1, 370 
1, 726 
2, 426 
3, 126 
4, 520 

0 
$185 

560 
858 

1, 283 
1, 028 
2, 488 
3, 398 
5, 813 

0 
$185 

455 
858 

1, 104 
1, 028 
2, 488 
3, 398 
5, 813 

+$40 
+ 171 
+ 250 
+ 292 
+ 310 
+ 324 
+ 254 

-+ 91 
520 

0 
+$30 
+ 134 
+ 124 
+ 217 
+ 226 
+ 316 
+ 363 
+ 761 

0 
+$30 
+29 

+ 124 
+98 

+ 226 
+ 310 
+363 
+ 761 

& With an extra $700 exemption for withholding purposes for each $700 by which 12 percent of the first 
$7, 500 of estimated wages plus 17 percent of the remainder of estimated wages is exceeded by estimated 
itemized deductions, except that a single additional allowance is allowed where the itemized deductions 
above the floor equal or exceed $350 rather than f700. 

z With an extra $700 exemption for withholding purposes for each $700 by which i0 percent of the drat 
$7, 500 of estimated. wages plus 17 percent of the remainder of estinmted wages is exceeded by estimated 
itemized deductions. ' Allowance does not result in underwithholding because of limitation provided by the. bill 
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2. Payments of estimated social security and hospital insurance taxes by self- 
employed persons (sec. 102 of the bill and sec. 6015 of the code) 

Present laur. — Under existiug law, self-employed persons are required to pay 
t'heir social security tax and their tax for the hospital insurance program when 
they file their final income tax return for a given year. However, they may 
voluntarily pay this tax quarterly with their estimated income tax payments. 

The tax, now based on the initial $6, 600 of net earnings from self-employment, 
is imposed on self-eruployed individuals tvho have net earnings frofn self-employ- 
ment which total $400 or more. When an individual also has covered wage 
income, this is subtracted from the $6, 600 ruaximum earnings base, and the self- 
employment tax is computed on the lesser of this amount or net earnings from 
self-employment. A taxpayer tvho has $400 of net self-employment income must 
file a final return and pay self-employment tax even if he is not required to file 
an income tax return. 

Gc»crutf explanatt'on. — The bill places self-employed persons on the same cur- 
rent payment basis with respect to the payment of their self-employment tax 
that they are now on for incofne tax purposes. It does so by requiring quarterly 
payments of estimated self-employment tax, It will place self-employed per- 
sons on more nearly the same payments basis for social security purposes as 
that of employed persons, whose social security tax is withheld from their 
wages by employers. 

The adoption of current payfnent for self-employment tax is accomplished 
with a minimum of difficulty for the self-employed taxpayers vvho currently file 
declarations of estifnated income tax, since the payment of estimated self- 
employment tax tvill be integrated with the payment of estimated income tax. 
For the estimated 1 million self-employed persons who do not now file declara- 
tions of estimated income tax but who tvill be required to file such declarations 
as a result of this bill, the advantages of current payment will outweigh the 
added compliance req uirements. 

The payments of the self-employment tax will, as a result of this bill, be 
received on a quarterly basis instead of generally on an annual basis as under 
present law. It is understood that the amounts received on a quarterly basis 
will be estimated and paid over from the general fund to the OASI, DI, and HI 
trust funds on a current basis. 

Tables 7 and 8 show the maximum dollar amount of self-employment tax 
and tax liability since 1951. 

TABLE 7. — Maximum dollar amount. of self-employment tax for individuals, 1961 to 
19LL 7 

Year 
Maximum 

uet earnings 
base t 

Tsx rate 
giaximum 

tax per 
person 

1951-53 
1954 
1955-56 
1957 — 58 
1959 
1960 — 61 
1962 
1963 — 65 
1966 
1967-68 
1969-72 
1973-75 
1976-79 
1980 — 86 
1987+ 

$3, 600 
3, 600 
4, 200 
4, 200 
4, 800 
4, 800 
4, 800 
4, 800 
6, 600 
6, 600 
6, 600 
6, 600 
6, 600 
6, 600 
6, 600 

Percent 
2. 25 
3. 0 
3. 0 
'3 370 
3. 75 
4. 5 
4 7 
5. 4 

96. 15 
6. 40 
7. 10 
7. 55 
7. 60 
7. 70 
7. 80 

$81. 00 
108. 00 
126. 00 
141. 75 
180, 00 
216. 00 
225. 60 
259. 20 
405. 90 
422. 40 
468. 60 
498. 30 
501. 60 
508. 20 
514. 80 

t The minimum uet earnings subject to the self-employment rate has been 9400 since 195L 
s Includes OASDI (social security) tsx rates sud III (hospita) insurance) tax rate of 1966 sud sil following 

years. 

22o — 6SS' — 66 — SS 
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TACTILE 8. — Self-employment tax liability, I gdf to 1 ggg 

Self-employment tax 

Year 
Number of 
income tax 
returns re- 

porting self- 
employment 

tax 

Amount of 
selfwmpfoy- 

ment tax 
Average tax 
per return & 

1951 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 
1962 
1963 
1964 (preliminary) 
1965 (estimated) ' 
1966 (estimate) ' 

Mfttfons 
4. 1 
4. 1 
4. 2 
4. 2 
6. 6 
7 4 
7. 0 
7. 0 
7. 0 
6. 9 
6. 7 
6. 7 
6. 5 
6. 3 
6. 2 
6. 3 

Millions 
$211. 3 
217. 5 
226. 6 
301. 5 
463. 2 
533. 1 
581. 2 
589. 2 
701. 5 
833. 5 
840. 1 
887. 2 

1, 002. 2 
1, 009. 0 
1, 050. 0 
1, 500. 0 

$51. 90 
53. 60 
53. 70 
71. 60 
69. 70 
72. 50 
83. 10 
84. 00 
99. 70 

121. 00 
124. 50 
132. 90 
154. 60 
160. 00 
169. 00 
238. 00 

' Average computed from unrounded figures. 
s Includes doctors of medicine newly covered by the Social Security Amendments Act of 1666. 

Explanation of provision. — Under the bill, a self-employed person generallv 
will be required to file a declaration of estimated tax whenever the combined 
total of his estimated income tax liability and his estimated social security and 
hospital insurance tax liability exceeds $40. Payments of estimated tax will be 
made as at present with the exception that the amount paid will include both tbe 
estimated income tax and the estimated self-employment tax. That is, for 
calendar-year taxpayers the declaration will have to be filed by April 15 and 
quarterly payments will be required on April 15, tune 15, and September 15 of 
the current year and on January 15 of the succeeding vear. 

Persons whose gross income derived from farming and fishing activities will be 
at least two-thirds of. their estimated gross income from all sources will not be 
required to make quarterly payments of estimated self-employment tax. This 
treatment conforms to the present provisions for the payment of estimated 
income tax for farmers and fishermen. Further in eonformitv with present law 
regarding estimated income tax, such persons will have until Januarv 15 of the 
year following the taxable year to file a declaration of estimated tax, and need 
not file a declaration at all ii' they choose to file their final tax return bl' 
February 15. 

A penalty for underpayment of estimated tax will be imposed when amounts 
paid by the quarterly payment dates are less than the amounts that would be due 
on those dates if the estimated tax for the year equaled 80 percent of the com- 
bined liability for income and self-employment taxes. The yenalty is computed 
with respect to each installment separately. However, even if the above 80- 
percent rule is not met, no penaltv is imposed with respect to an installment if 
the estimated tax paid to date equals the amount that would be required to be 
paid if the estimated tax were the least of the following: 

(1) The sum of the income tax and the self-employment tax shown on the 
return for the prior year; 

(2) The sum of the income tax and the self-emylovment tax that w«d 
be due on the yrior year's income under current rates and current 
exemptions; 

(3) An amount equal to 80 percent (66+~ percent for farmers and fisher- 
men) of the combined iucorne and self-emylovment taxes due computed by 
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annualizing the taxable income received in the months in the year prior to 
the month a particular installment is due. Self-employment income for this 
purpose is only the amount received to date with the maximum of $6, 600 
reduced by employee social security wage income placed on an annualized 
basis; or 

(4) An amount equal to 90 percent or more of the combined tax payable 
on the income actually received from the begiuning of the year up to the 
month in which the installment is due. 

Effective date. — This provision is effective for taxable years beginning after 
December 81, 1966. 

Revenue effect. — This provision is expected to increase fiscal year 1967 trust 
fund revenues, which are not reflected in the administrative budget, by $200 
million. It will have no effect on revenues in the fiscal year 1966. 
8. Underpayment of tnstalbne»ts of estimated income tax by individuals (sec. 106 

of the bill and sec. 6654 of the code) 
Pi esent lani. — Under existing law the penalty for underpayment of estimated 

tax is restricted to the difference between the amount of tax paid through with- 
holding, quarterly installments of estimated tax, or both, and 70 percent of the 
final liability for the taxable year. This penalty is computed on a quarterly 
basis. Even if this rule is not met, however, no penalty is imposed if one of 
four exceptions apply. One of those exceptions provides that the penalty will 
not be imposed if a quarterly payment equals the amount which would be due if 
the estimated tax were 70 percent of the tax due on the annualized amount of 
taxable income received in the months prior to the month the quarterly estimated 
taxpayment is due. 

The penalty imposed is a charge equal to 6 percent per year on the amount of 
underpayment. The penalty is not a deductible expense for tax purposes. 

Explanation of provisions. — The bill increases the proportion of the final lia- 
bility which is to be paid currently to avoid a penalty from 70 to 80 percent. 
This amendment restores the pre-1954 requirement. It is consistent with the 
other provisions of the bill since it more nearly requires current payment of 
tax. It insures that taxpayers who receive most of their income from sources 
not subject to withholding will be required to pay a larger share of their tax 
liability currently just as wage earners will be required to do through graduated 
withholding. 

The bill also modifies the one alternative exception to the penalty which con- 
tains a 70 percent test. This is the annualized income test described above where 
the 70 percent requirement is raised to 80 percent to conform to the principal 
amendment. 

Effective date. — This provision will apply with respect to taxable years which 
begin after December 61, 1966. 

Revenue effect. — It is estimated that the larger estiinated taxpayments re- 
quired under this rule will result in a temporary increase in tax collections that 
will add $150 million to revenues in fiscal year 1967. 

$. Acceleration of payment of estimated tav by corporations (sec, 104 of the bill 
and sec. 6154 of the code) 

Present lani. — Corporations with an estimated tax liability in excess of $100, 000 
presently are required to make partial payments during the current tax year of 
their estimated tax in excess of $100, 000, Under the provisions of the Revenue 
Act of 1964, corporations are in the midst of a transition from a system of two 
partial payments of currently estimated tax to a system of four payments made 
by calendar year corporations on April 15, June 15, September 15, and 
December 15. 

Under the present schedule, corporations using the calendar vear file an initial 
declaration and pay 9 percent of their estimated 1966 tax liability in excess of 
$100, 000 on April 15 of this year. On June 15 they pay an additional 9 percent 
of the estimated liability, and they pay installments of 25 percent each on Sep- 
tember 15 and December 15. The remaining 62 percent of the estimated tax, as 
well as the initial $100, 000 of tax liability, is paid in equal installments on 
March 15 and June 15, 1967. 

In 1967, the April and June estimated tax payments are each scheduled to be 
14 percent of the estimated tax liability above $100, 000. The payment schedule 
under present law is summarized in taMe 9. 
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TABLE 9. — Payment schedule for calendar year corporations under present late 
showing percentage of estimated tax to be paid 1 

Oslendar year 
Ourrent taxable year Following year 

Apr. 15 Junc 15 Sept. 15 Dec. 15 Mar. 15 June 15 

1966 
1967 
1968 
1969 
1970 
1971 and subsequent years 

9 
14 
19 
22 
25 
25 

9 
14 
19 
22 
25 
25 

25 
25 
25 
25 
25 
25 

25 
25 
25 
25 
25 
25 

16 
11 

6 
3 

16 
11 

6 
3 

~ Tax in excess of $100, 000. 

General eaptanation. — This bill accelerates the transition to full current pay- 
ment of corporate tax liabilities in excess of 3100, 000. The transition is com- 
pleted in 1967 under this bill, instead of 1970 as provided under existing law. 

Corporate tax liabilities remain unchanged by the provisions of this bill. 
The bill completes a process which began in 1950. Prior to 1950, corporations 

were permitted to pay their tax liability for the current year in four quarterly 
installments in the succeeding year. The Revenue Acts of 1950, 1954, and 1964 
contained provisions which gradually required corporations to accelerate the 
payment of their liabilities to the year in which they accrued, just as individuals 
have done since 1943. The Revenue Act of 1964 required corporations to pay that 
portion oi' their tax liability which exceeds 3100, 000 in four equal installments, 
which for calendar-year corporations are April 15, June 15, September 15, and 
December 15 of the year in which the liability occurs. It also provided a 7-year 
period during which the transition to this collection procedure would be com- 
pleted. Your committee's bill, in effect, merely reduces the length of the transi- 
tion period to 4 vears. 

Under the bill, 12 percent, rather than 9 percent, of the tax in excess of $100, 000 
is to be pavable by a calendar-year corporation in April and June 1966, and in 
1967 and thereafter 25 percent is to be payable on each of these two dates. Table 
10 shows the schedule of payment dates provided under the bill for a calendar- 
year corporation for 1966 and subsequent years. 

TABLE 10. — Payment schedule for calendar-year corporations under bill shotsing 
percentage of estimated tax to be paid ' 

Calendar year 
Qurrent taxable year Following year 

Apr. 15 June 15 Sept. 15 Dec. 15 Mar. 15 June 15 

1966 
1967 
1968 and subsequent years 

12 
25 
25 

12 
25 
25 

25 
25 
25 

25 
25 
25 

13 

~ Tsx in excess of $100, 000. 

The bill does not impose a hardship on corporations. The majority of corpora- 
tions, those with small- and medium-sized ncomes, are excluded from the provi- 
sion because their tax liability is less than $100, 000. It is estimated that only 
16, 000 corporations will be affected by this acceleration. There corporations are 
generally the largest and possess considerable financial resources. 

Corporations affected by this provision will not be put on a fully current basis 
with respect to their total taxpaynients, since only the estimated taxes in excess 
of $100, 000 are affected. Furthermore, the various provisions in existing law 
that limit the imposition of penalties when estimated payments fall short of 
actual liabilities are not changed. 



Accelerating the corporate taxpayments schedule to complete the transition tn 
the current payments basis in 1967 will produce larger payments in 1906 and 1907 
than would be made under present law. It also means that the taxpayments in 
1968, 1909, and 1970 will be lower than those scheduled under present law. 
These effects of the bill on taxpayments are desirable in view of current fiscal 
policy considerations. 

Increased corporate taxpayments in 1906 and 1967 will introduce fiscal re- 
straint into the economy during the critical months when the buildup of defense 
expenditures for Vietnam is greatest. The tax receipts will reduce the budg- 
etarV deficit and will reduce the cash liow available to corporations. 

The reduction in corporate taxpayments in the years 1908 through 1970 below 
the levels under present law will come when it is hoped the pressures of Federal 
Government requirements upon the economy's productive capacity will have 
eased off. The corporations affected by this provision then will be in a position 
to increase their investment expenditures and thereby offset the leveling of 
Federal Government defense expenditures. 

At the present time, investment in industrial plant and equipment is proceed- 
ing at record levels. A slowdown in the expected increase in investment spend- 
ing, therefore, will moderate the demand for productive resources that no longer 
are in excess supply. Some restraint on increased investment spending under 
these circumstances appears appropriate. A similar moderation in dividend pay- 
ments would be reflected in expenditures on consumer goods and would have the 
same salutary economic eCect. 

Acceleration of tax payments is preferable to an increase in the corporation 
income tax rate. Without any further acceleration of tax payments, an increase 
of 4 or 5 percentage points in the corporation income tax rate probably would be 
needed to yield the same revenue increase in fiscal year 1907 as the acceleration 
schedule in this bill. 

The acceleration of corporate tax payments will moderate the increase in pri- 
vate investment expenditures and restrain iniiationary pressures while permit- 
ting employment to continue to expand. The large tax increases necessary to 
yield as much increased tax receipts as the acceleration of payments might 
cause sizable reductions of investment expenditures thereby Impairing the expan- 
sion in economic activity and productive capacity vital to continued stable eco- 
nomic growth. 

Effective date. — The revised schedule for corporation tax payments is to apply 
to taxable years beginning after December 81, 1905. 

Revenue effect. — Administrative budget receipts will be increased by $1 billion 
in fiscal year 1960 and by $8. 2 billion in 1967 as a result of enactment of this 
provision. 
5. The excise taa om passenger automobiles (sec. 201 of the bill and sec. 4001 of 

of the code) 
Present law. — Prior to the passage of the Excise Tax Reduction Act of 1965, a 

tax of 10 percent was imposed on the manufacturer's price for passenger auto- 
mobiles. The rate was reduced to 7 percent for the period June 22, to December 
01, 1965. On January 1, 1900, the tax rate was reduced to 0 percent, and it is 
scheduled to fall to 4 percent on January 1, 1907, and to 2 percent on January 1, 
1908. On January 1, 1969, the tax will be reduced to a permanent level of 1 per- 
cent. Refunds will be paid to dealers with respect to automobiles held in inven- 
tory on any date ou which the tax rate is reduced. 

Eaplanatioa of provisions. — The bill restores the excise tax rate on passenger 
automobiles to the 7-percent rate applicable last December. The restoration of 
the 7-percent rate is for a 2-year period beginning the day after the date of en- 
actment and ending on March 81, 1908, The excise tax rate on automobiles then 
is to become 2 percent, as scheduled under the present law for 1908 and 1 percent 
on January 1, 1969. Thus there is a moratorium on these tax reductions sched- 
uled under present law for a 2-year period. At the end of that time, however, 
the rate will revert to the level which would have been in effect in the absence of 
the moratorium. 

The House bill would have imposed a tax of 1 percent of the manufacturers (or 
porters) price upon all new automobiles held in stock by dealers or distribu- 

tors on the day the 7-percent tax rate becomes effective. Your committee has not 
retained this provision and, therefore, the bill as amended by it will not provide 
for a floor stock tax payable by the dealers. 

The decision not to impose the iioor stock tax was taken by your committee 
because dealers pointed out to the committee the many problems which they 



ivould have with respect to this tax. Thev would have ditfieulty, for example, in 
gaining custoiners' aeeeptanee to the inclusion of this tax in the retail price of 
ears since this aiuount would not be included in the sticker attached to the new 
cars refiecting the intended retail price. They also would have difficulty in de- 
termining the exact ainount of this tax at the time they sold the ears out of their 
inventory in the case of sales occurring either on the date of the tax increase, or 
shortly thereafter. For these reasons your committee concluded that it was ap- 
propriate to delete the floor stock tax from the House bill. This will decrease 
revenues otherwise obtained from the House bill by $25 million in the fiscal year 
1966. 

With regard to the reductions scheduled for 1968 and 1969, tax refunds will be 
made for inventory on hand. These refunds will be paid to dealers and distribu- 
tors by manufacturers, and the latter will receive reimbursement from the 
Government. 

Effective date. — The tax rate is to be restored to 7 percent effective with respect 
to sales by manufacturers, producers, and importers beginning with the day after 
the date of enactment. 

Itevenac effect. — This provision will increase revenues by $86 million in the 
fisca year 1966 and by $420 niillion in the fiscal year 1967. 
6. The cacisc tax on, telephone service (sec. 202 of the bill and see. 4251 of the 

code) 
Present laic. — Under the law in effect prior to January 1, 1966, a 10-percent 

tax was levieil on amounts paid for general and toll telephone and teletypewriter 
exchange service. This rate was lowered to 3 percent effective as of January 1, 
1966, under the provisions of the Excise Tax Reduction Aet of 1965. As pres- 
ently scheduled, the tax rate will fall to 2 percent on January 1, 1967, to 1 percent 
on January 1, 1968, and will be repealed on January 1, 1969. 

Ea'planation, of provision. — The bill restores the 10-percent excise tax rate on 
telephone service, including teletypewriter service, and postpones further reduc- 
tion in the tax rate until April 1, 1968. On that date, the tax rate will fall to 
the 1-percent rate scheduled under present law to be effective in 1968. Then (as 
under present law) the tax is repealed on January 1, 1969. 

The taxes on communications service which were repealed as of' January 1, 
1966, are not affected by this bill. Thus, private communications systems, tele- 
graph service, and wire and equipment service will remain exempt from the 
excise tax. 

Exemption for liospitals. — The bill provides an exemption from the excise tax 
for telephone services furnished to nonprofit hospitals exempt from income 
tax. This is to accord such hospitals the same treatment aeeorded Government 
hospitals under present law. 

Effective date. — The 10-percent rate on telephone and teletypewriter service is 
to become effective with respect to bills rendered on or after the first day of the 
first month which begins more than 16 davs after the effective date of this legis- 
lation. The exemption for nonprofit hospitals is to go into effect at the same time. 

Itevenue efjeot. — This provision will increase revenues by $78o million in the 
fisca year 1967. 
7. Disaltoicance of deduction for certain indirect contri liations to political 

parties — A provision added, by your committee (sec. 301 of the bill and 
sec. 276 of the code) 

In some eases it has been held that advertising in a convention program of 
a. political party or in other political publications is deductible where the intent 
of the advertising was to sell the product advertised rather than being designed 
primarily as a political contribution. In the ease of payments for admissions 
to dinners or programs held for the purpose of raising funds for a political partv 
or candidate, it appears unlikely that a deduction is available under present law 
even though the expense is incurred by a business (although deductions in some 
eases may be available for the fair market value of the dinner or the program). 
In addition, it is probable that uuder present law amounts paid for admission to 
an iuaugural ball, gala, or similar event are in most eases not deductible. 

Your committee believes that the tax treatment of advertising in a political 
publication, payments for admission to a political fund raising dinner or pro- 
gram, and admissions to inaugural balls, etc. , should be clarifie. Moreover, 
since direct political contributions are not deductible under present law to indi- 
viduals not engaged in business. your committee believes that it is undesirable 
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to permit a business to take a trade or business expense deduction with respc«t 
to any of these amounts which usually in practice represent ways of making 
indirect political contributions or costs of participating in political activities. 

For the reasons indicated above, your committee has added a section to the 
Internal Revenue Code to insure that no deduction is to be allowed for adver- 
tising in a convention program of a political party or in any other publication 
if any part of the net proceeds of the publication directly or indirectly inures 
(or is intended to inure) to the use of a political party or to a political candi- 
date. Similarly no deduction is to be allowed for payments made for admissions 
to any dinner or program if any part of the net proceeds of the dinner or pro- 
gram directly or indirectly inures (or is intended to inure) to the use of a politi- 
cal party or. political candidate. In addition, no deduction is to be allowed for 
payments for admissions to inaugural balls, iuaugural galas, inaugural parades, 
inaugural concerts, or similar events identified with a political party or political 
candidate. 

A political party for purposes of this provision is defined in the same manner 
as elsewhere in the code with respect to debts owed to political parties (sec. 271) . 
A political party for this purpose includes not only a political party itself, but 
also any committee of a political party, as well as any committee, association, or 
organization which accepts contributions or makes expenditures to inliuence 
elections of individuals seeking election to public oflice, whether or not they are 
elected. In addition, your committee has added language specifically to cover 
contributions to organizations set up to influence the selection of candidates 
through primaries, conventions, or otherwise, for election to public ottice. 
political candidate for this purpose includes not only candidates for elective pub- 
lic otflce but also those who are seeking a nomination through a primary, local 
convention, or meeting of a political party. Amounts paid to an individual may 
be treated as inuring to the benefit of a political candidate only if such amounts 
may be used for the purpose of furthering his candidacy for elective public 
oiflce. Thus, no proceeds received by a political candidate are treated as inuring 
to his benefit for these purposes if they are received in the ordinary course of a 
trade or business other than that of holding elective public oflice. 

This provision is to apply for taxable years beginning after December 81, 1965, 
but only with respect to amounts paid after the date of enactment of this bill. 

8. Information returns to be supplied, by Department of Agriculture — A provision 
added by your committee (sec. 802 of the bill and sec, 6041(e) of the code) 

Under present law persons engaged in a trade or business and making pay- 
ments in the course of that trade or business to another person of certain speci- 
fied types of income are required to supply information returns to the Internal 
Revenue Service with respect to all payments made in any year to an individual 
of $600 or more. These information returns must also be supplied the Internal 
Revenue Service in the case of such payments made by the United States (or 
otficers or employees of the United States. This includes payments bv the De- 
partment of Agriculture with respect to Commodity Credit Corporation transac- 
tions, soil bank payments, etc. 

Although these statements v ith respect to payments of more than $600 a year 
must be supplied by the Department of Agriculture to the Internal Revenue Ser- 
vice, there is no requirement that copies of such statements must be furnished to 
the farmers receiving the payments. Such statements under present law are re- 
quired to be furnished to the recipients of the payments in the case of interest 
and dividend payments of $10 or more a year. 

Your committee believes that farmers should have the same information with 
respect to the payments which are reported to the Government in their ease as is 
true under present law in the case of the recipients of dividend and interest 
pavments. 

Your committee's bill for the reasons indicated above requires the Department 
of Agriculture, in the case of payments made under programs it administers, to 
supplv the farmers with copies of any statements which under present law the 
Department of Agriculture must send to the Internal Revenue Service. These 
statements must be sent to the farmers by January 81, of the next year. The 
provision added by your committee also provides that these statements may be 
sent out as the Secretary of Agriculture may designate through the national 
otfice of the Department of Agriculture, any State office, or through local oifices 
of the Department of Agriculture or any of its agencies. 
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This provision is to be effective with respect to reports sent to the Internal 
Revenue Service after the date of enactment of this bill. 

V. TECHNICAL EXPLANATION OF THF, BILL 

TITLE I — ADJUSTMENT OF CERTAIN COLLECTION PROCEDURES 

SECTION 101. INCOME TAX COLLECTED AT SOURCE 

In general, section 101 of the bill amends section 3402 of the code (relating to 
income tax collected at source) to provide for new wage withholding rates which 
are graduated and take into account the minimum standard deduction and to 
provide new wage bracket withholding tables based upon the new rates. In 
addition, such section provides for withholding allowances, under certain circum- 
stances, in the ease of an employee who has a large amount of itemized deduc- 
tions. Subsections (a), (b), (c), (d), (f), and (g) of section 101 of the bill as 
passed by the House have been approved by your committee without chan e. 

Your coinmitbee has inade changes in subsection (e) of section 101 of the bill 
which at'feet the procedures whereby taxpayers with relatively large itemized de- 
ductions in relation to their wages may claim withholding allowances in addition 
to the regular withholding exemptions. The changm made by your committee 
in respect of these withholding allowances are described below. 

Ii'or the technical explanation of section 101 of the bill (other than the amend- 
ments made by your conimittee), see page 33 of the report of the Committee on 
Ways and Means on the bill. [Page 401 this Bulletin. J 

Withholding attotoances for itemized deductions. — Section 101(e) of the bill 
(as passed by the House) amends section 3402 of the code to provide that an 
employee shall be entitled to claim a withholding exemption for each withholding 
allowance to which he is entitled under section 3402(m) (added by the bill) and 
which is not claimed on a withholdin exemption certificate in effect for his 
spouse, Under section 3402(m) as added by the bill as passed by the House, the 
number of withholding allowances to which an employee is entitled with respect 
to a payment of wages is equal to the number obtained by dividing by $700 the 
excess of— 

(1) the employee's estimated itemized deductions, over, 
(2) an amount equal to the suin of 12 percent of the first $7, 300 of his esti- 

mated wages and 17 percent of the remainder of his estimated wages. 
Such subsection also provided that fractional numbers are disregarded for pur- 
poses of determining the number of withholding allowances to which an employee 
is entitled under this new subsection; except that if the number obtained by ap- 
plying the above formula is equal to one-half or more but less than one, the em- 
ployee is entitled to one withholding allowance. Your committee has changed 
the formula for determining the number of withholding allowances to which an 
employee is entitled to provide that fractional numbers shall be disregarded in 
all cases; but that the percentage to be applied to the first $7, 500 of estimated 
wages is 10 (rather than 12) percent. 

New section 3402(ni) (2) (A) provides a definition of the term "estimated 
iteniized deductions. " Under the definition included in the bill as passed bV the 
House, an employee's estimated itemized deductions could not be greater than the 
amount of the deductions (other than the deductions referred to in secs. 141 and 
151 and other than the deductions required to be taken into account in determin- 
ing adjusted gross income under sec. 02) shown on his Federal income tax return 
for the taxable year preceding the estimation year. Your committee has changed 
this provision to provide that if the employee did not show such deductions on his 
return for the such preceding taxable year (that is, if he took the standard de- 

ductiou), the amount of his estimated itemized deductions shall not exceed an 
amount equal to the lesser of $1, 000 or 10 percent of the wages shown on such 
return. 

New section 8402(m) (2) (C) defines the term "estimation year. " Under this 
definition, as included in the bill as passed by the House, in the case of pav- 
nients of wages on or after January 1 and before May 1 of any calendar year 
the term "estimation year" means the preceding calendar year (or, if the 
employee has filed a Federal inconie tax return for the preceding calendar year 
and has in effect a withholding allowance under the new sec. 3402(m) based on 
usiIig the current calendar year as the estiiitation year, such current calendar 
year is the estinmiion year). Your committee has made a technical change in 
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this part of the definition to provide that the current calendar year shall be the 
"estimation year' with respect to any withholding allowances claimed on a 
withholding exemption certificate filed after the employee has filed his Federal 
income tax return for the preceding calendar year. 

New section 8402(m) (8) (D), as included in the bill as passed by the House, 
provided that the Secretary of the Treasury or his delegate may by regulations 
provide that one or more of the withholding allowances to which an employee 
would, but for this provision, be entitled shall be denied because such employee's 
estimated wages are above the level at which the amounts deducted and ivith- 
held are generally sufficient to offset the liability f' or Federal income tax with 
respect to the wages from which such amounts are deducted and withheld. Your 
committee has made a technical amendment to this provision to make clear that 
the relationship between withholding and tax liability may be determined by 
taking into account a reasonable allowance for deductions and exemptions. 

Section 8402(m) (8), as included in the bill as passed by the House, provided 
in subparagraph (E) that the Secretary of the Treasury or his delegate may 
prescribe tables pursuant to which employees shall determine the number of 
allowances to which they are entitled under the new section 8402(m). This 
provision further provided that the tables could be based on reasonable wage and 
itemized deduction brackets. Your committee has revised this provision (and 
included in a new par. (4) of sec. 8402(m) ) to make clear that such tables 
shall be consistent with the provisions of new section 8402(m) (1) and (8) and 
to provide that such tables may, at the discretion of the Secretary of the Treas- 
ury or his delegate, increase or decrease the number of withholding allowances 
to which employees in the various wage and itemized deduction brackets would, 
but for this provision, be entitled, to the end that, to the extent practicable, 
amounts deducted and withheld (1) generally do not exceed the liability for 
Federal income tax with respect to the wages from which such amounts are 
deducted and withheld, and (2) generally are sufficient to offset such liability 
for tax. The new paragraph (4) also makes it clear that, if such tables are 
prescribed, the number of withholding alloivances to which an employee is 
entitled under section 8402(m) will be determined under such tables in lieu of 
the computation prescribed by section 8402(m) (1) (relating to the general rule). 

Section 101(e) (4) of the bill, as passed by the House, provides for a neiv civil 
penalty in new section 6682 of the code (relating to false information with 
respect to withholding allowances based on itemized deductions). The penalty 
applied if any individual in claiming a withholding allowance under new sec- 
tion 8402(f) (1) (F) of the code stated (1) that the wages on his income tax 
return for any taxable year were less than the wages actually shown, or (2) that 
the itemized deductions on his income tax return for any taxable year were 
greater than the deductions actually shown. Your committee has clarified this 
provision to provide that the penalty will apply if any individual in claiming 
such a withholding allowance states (1) as the amount of the wages shown on 
his income tax return for any ta~able year, an amount less than the wages actu- 
ally shown, or (2) as the amount of the itemized deductions shown on his 
income tax return for any taxable year, an amount greater than the itemized 
deductions actually shown. In addition your committee has made a technical 
amendment to make it clear that an employee will be subject, to only one 880 
penalty even though he misstates both the amount of his itemized deductions 
and wages. 

SECTION 102, ESTI»fATED TAX I i CASE OF INDIVIDUALS 

This section has been approved by your committee except for a techuical 
change which amends subsection (b) (1) of section 6211 (relating to definition 
of a deficiency) to take account, in the computation of a deficiency, of the inclu- 
sion of self-employment tax in the estimated tax. For the technical explana- 
tion of this section of the hill see page 40 of the report of the Committee on Ways 
and Means on the bill. [Page 467, this Bulletin. ] 

SECTION 108. UNDERPAVMENT OF INSTALLMENTS OF ESTIMATED I»COXfE TAX I» CASK 

OF INDIVIDUALS 

This section has been approved by your committtee without change. For 
the technical explanation of this section of the bill see page 46 of the report of 
the Committee on Ways and Means on the bill. [Page 470, this Bulletin. ] 



SECTION 104. INSTALLMENT PAYMENTS OF ESTIMATED INCOME TAX BY COBPOBATIONS 

This section has been approved by your committee without change. For the 
technical explanation of this section of the bill see page 45 of the report of the 
Committee on Ways and Means on the bill. [Page 470, this Bulletin. ] 

TITLE II — PosTP01ITKMENT OF CERTAIN ExcIsE TAx RATE REDUOTIONS 

SECTION 201. PASSENGER AUTOMOBILES 

Section 201 of the bill, as passed by the House, has been approved by your 
committee with two modiiications. For the technical explanation of this section 
of the bill (other than the amendments made by your committee), see the report 
of the Committee on Ways and Means starting at page 46. [Page 471, this 
Bulletin. ] 

Your committee has deleted subsections (b) and (c) (2) of section 201 of the 
bill, as passed by the House, which related to the amendment of section 4226 of 
the code (relating to fioor stocks taxes) to impose a floor stocks tax of 1 percent 
on each passenger automobile' which was subject to tax under section 4061 
(a) (2) and which was held by a dealer, has not been used, and is intended for 
sale on the day after the bill is enacted. 

SECTION 202. COMMUNICATION SERVICES 

This section has been approved by your committee without change. For the 
technical explanation of this section of the bill, see page 47 of the report of the 
Committee on Ways and Means on the bill. [Page 472, this Bulletin. ] 

TITLE III — MISCELLANEOUS PROVISIONS 

8ECTION 801. DISALLOWANCE OF DEDUCTION FOR CERTAIN INDIRECT 
CONTRIBUTIONS To POLITICAL PARTIES 

Section 301 of the bill, which is a new section added to the bill as passed by the 
House, relates to the disallowance of deductions for certain indirect contribu- 
tions to political parties. 

(a) DisaHosoance of deduction. — Subsection (a) of section 301 of the bill 
amends part IK of subchapter B of chapter 1 (relating to items not deductible) 
of the Internal Revenue Code of 1954 by inserting a new section 276. 

SECTION 278. CERTAIN INDIRECT CONTRIBUTIONS To POLITICAL PARTIE8 

Subsection (a) (1) of section 276 provides, in part, that no deduction will be 
allowed for any amount paid or incurred for advertising in a convention program 
of a political party (as defined in subsec. (b) (1) of sec. 276). This rule applies 
whether the convention program is published by a political party or by any other 
person, entity, or organization and whether the advertising revenues therefrom 
are received by or payable to a political party or any other person, entitv, or or- 
ganization. Thus, for example, no deduction is allowed for advertising in the 
program of a convention of a political party even if the program is published hv 
a corporation engaged in the business of publishing such programs for profit and 
that corporation retains all the proceeds of such program and even if there is no 
showing that the corporation paid for such right. 

Subsection (a) (1) of section 276 also provides that no deduction will be 
allowed for amounts paid or incurred for advertising in any other publication, if 
any part of the proceeds thereof directly or indirectly inures (or are intended to 
inure) to or for the use of a political party or political candidate. (Subsec. (b) 
(2) describes the circumstances under which proceeds shall be treated as inuring 
to or for the use of a political candidate. ) Thus, no deduction is allowed for 
such advertising expense even if the publication is published at a loss (that is, 
the proceeds derived from the publication are insufficient to meet the expense~ 
attributable thereto) if, had there been a profit, any part of the proceeds would 
have inured to or for the use of a political party or a political candidate. 4 de- 
duction will not be allowed where the proceeds, or any part thereof, indirectly 

' Includes trailers (other than house trailers) suitable for use with passenger automobiles. 
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inure to or for the use of a political party or a political candidate. For example, 
if a local host committee agrees to make a payment to a political party or a po- 
litical candidate for the purpose of bringing a political convention to a certain 
locale, and in consideration therefor secures the right to publish a book or pam- 
phlet in connection with such convention and to retain the advertising revenues 
derived therefrom, amounts paid or incurred for advertising in such publication 
are not deductible. However, this is not intended to change the rule of present 
law as to the treatnient of direct contributions of persons engaged in a trade or 
business in a locality to a cominittee organized for the purpose of bringing a 
political convention to such locality, if such contributions are made with a rea- 
sonable expectation of a financial return commensurate with the amount of the 
contribution. ( See Rev. Rul. 55 — 26o, C. B. 1955 — 1, 22. ) 

If any part of the proceeds of a publication (wliether or not published in con- 
nection with a political convention) inures to a political party or a political can- 
didate, deductions for advertising in such publication will not be allowed regard- 
less of the purposes for which such proceeds are utilized or expended by such 
party or candidate. Thus, for example, no deduction will be allowed for adver- 
tising in a publication, the proceeds of which are used by a political party for 
purposes other than those directly related to the election of a candidate to a 
public office (such as perinanent oflice rent, salaries of permanent employees, and 
voter registration or education programs). 

Subsection (a) (2) of section 276 provides that no deduction will be allowed 
for any amount paid or incurred for admission to any dinner or program, if any 
part of the proceeds of such dinner or program directly or indirectly inures (or 
is intended to inure) to or for the use of a political party or a political candidate. 
Amounts paid for admission to a dinner or program include all charges, whether 
direct or indirect, for attendance and participation at such dinner or program. 
(A. similar rule applies for admissions to which subsec. (a) (8) is applicable. ) 
Thus, for example, any separate charge for food or drink at such dinner or pro- 
gram is an amount paid for admission. The term "dinner or program" includes, 
but is not limited to, such events as galas, dances, theatrical or film presentations, 
cocktail parties, picnics, and sporting events. As in the case of advertising ex- 
penses described in subsection (a) (1), the provisions of subsection (a) (2) apply 
regardless of whether the dinner or program operated at a profit or a loss, and 
without regard to the purposes for which such proceeds are utilized or ex- 
pended by such a party or candidate. 

Subsection (a) (3) of section 276 provides that no deduction will be allowed for 
any amount paid or incurred for admission to an inaugural ball, gala, parade, or 
concert, or to any similar event if such event is identified with a political party 
or political candidate. No deduction is allowed for admission to such inaugural 
events regardless of the sponsorship thereof or the disposition of the proceeds and 
regardless or" whether the inaugural celebrated is of a Federal, State, or local 
oificial. Thus, for example, the cost of attending an inaugural ball sponsored 
by a nonpartisan or bipartisan committee or organization is not deductible even 
if the proceeds are used only to defray the expenses of such ball or similar event. 
The term "similar event" as used in subsection (a) (8) includes, but is not 
limited to, such events as dances, theatrical or fllm presentations, cocktail parties, 
and sporting events. 

Subsection (b) (1) of section 276 defines the term "political party" as used in 
section 276, to mean a political party as commonly understood; a National, State, 
or local committee of a political party; or a committee, association, or organiza- 
tion, whether incorporated or not, which directly or indirectly accepts contribu- 
tions or makes expenditures for the purpose of influencing or attempting to in- 
fluence the selection, nomination, or election of any individual to any elective 
public office, or the election of presidential and vice presidential electors, whether 
or not such individual or electors are selected, nominated, or elected. Thus, for 
purposes of section 276, a political party includes a comniittee or other group 
which seeks to promote the nomination of an individual for an elective public 
otflce in a primary election, or in any convention, meeting, or caucus of a political 
party. A. committee, or other group, is considered to be a political party, if, 
although it does not itself expend any funds, it turns funds over to another person 
or organization, which does expend funds for such purpose. 

Subsection (b) (2) describes the circumstances under which proceeds derived 
from advertising in publications, or from a dinner or program, are considered as 
inuring to or for the use of a political candidate. Such proceeds are deemed to 
inure to or for the use of such a candidate only if they may be used directly or in- 
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directly for the purpose of furthering his candidacy for selection, nomination, or 
election to any elective public office, and if such proceeds are not received by the 
candidate in the ordinary course of his trade or business, other than the trade or 
business of holding a public oflice. Thus, for example, if a newspaper publisher 
is a candidate for public office, advertising in his regularly-published commercial 
newspaper is not affected by this section merely because such publisher uses the 
profits from his newspaper to further his campaign. 

(a) Subsection (c) of section 276 provides a cross-reference to section 274 (re- 
lating to disallowance of certain entertainment, etc. , expenses). The provisions 
of section 276 are in addition to, and not in substitution for, the rules provided 
in section 274. 

(b) Clerical amendment. — Subsection (b) of section 301 of the bill makes a 
clerical amendment to add to the table of sections of part IX of subchapter B of 
chapter 1, a reference to section 276. 

(c) Effective date. — Uuder subsection (c) of section 301 of the bill, the amend- 
ments made by subsections (a) and (b) of section 301 of the bill will apply to 
taxable years beginning after December 31, 1966, but only with respect to 
amounts paid or incurred after the date of enactment of the bill. 

sECTION 302. INFOBMBTION RETURNs MADE Bv DEPARTMENT OF AGBICIILTCBE 

Section 302 of the bill, which is a new section added to the bill as passed by the 
House relates to information returns furnished by the Department of Agriculture 
with respect to payments under programs administered by that Department. 

(a) Fitirig by Secretary of Agricattiire or designees. — Subsection (a) of sec- 
tion 302 of the bill amends section 6041 of the code (relating to information at 
source) by adding a new subsection (e). Paragraph (1) of the new subsection 
(e) provides that information returns which are reqiiired under section 6041(a) 
with respect to payments under programs administered by the Department of Ag- 
riculture are to be rendered by the Secretary of Agriculture or by one or more 
officers or employees of the Department of Agriculture designated by the Secre- 
tary of Agriculture to make such returns on his behalf. Under existing section 
6041, such returns are required to be rendered by the officers or employees having 
information as to the payiiients and required to do so under regulations. 

Paragraph (2) of the new subsection (e) provides that the Secretary of Agri- 
culture, or the oflicer or employee of the Departnient of Agriculture designated by 
him to render any inforination return to which the new subsection (e) (1) 
applies, shall furnish to each person whose name is set forth in such return a 
written statement showing the aggregate amount of payments to the person as 
shown on such return. This statement is to be furnished to the person on or 
before January 31 of the year following the calendar year for which the return 
was made. 

(6) B'ffecttve date. — Subsection (b) of section 302 of the bill provides that the 
provisions of the new subsection (e) of the section 6041 shall apply with respect 
to information returns made after the date of the enactment of the bill. 

VI. CHANGES IN EXISTING LAW 

In the opinion of the committee, it is necessary, in order to expedite the busi- 
ness of the Senate, to dispense with the requirements of subsection 4 of rule 
XXIX of the Standing Rules of the Senate (relating to the showing of changes 
in existing law made by the bill, as reported). 

VII. SUPPLEMENTAL VIEWS OF SENATOR ALBERT GORE 

This bill, H. R. 12762, is designed to help finance the increasing costs of Govern- 
ment during the next 2 years. By raising additional revenue it will decrease the 
budget deficit and lessen the amount bv which the public debt would otherwise 
be increased. Sonic assistance in controlling a nascent infiation should be 
provided. 

Although several provisions of the bill are meritorious, it is poorly designed in 
certain respects and in all likelihood will prove quite inadequate. Some rein- 
forcement of fiscal policy ought to be provided now, by raising more revenue 
than this bill will provide, and by placing the increased revenue burden where it 
will do the most to dampen demand in areas where such demand most clearlv 
threatens price stability. 



Oddly, the two most important provisions of the bill, from a revenue stand- 
point, represent in one instance a speedup of a schedule already adopted by the 
Congress — for getting corporation tax paymeuts more nearly current — and in the 
other a complete reversal of a previously adopted congressional schedule for rid- 
ding the consumer of two onerous excises. I support the previously established 
congressional policy in both instances, to place corporation taxes on a current 
basis, and to eliminate excise taxes. I oppose the proposed reversal of congres- 
sional policy with respect to excises. 

Since more revenue is needed, and since an increase in excise taxes is regres- 
sive in nature, Congress should raise more revenue and do so in a more equitable 
manner. Suspension of the investment tax credit as a substitute for the pro- 
posed excise tax increases ~ould serve both purposes. This would have the ad- 
ditional advantage of selectively dampening demand in an area &vhich seriously 
threatens to create inflationary pressures. 

Suspension of the investment credit, to ether with a modification of the use of 
existing carryovers, will produce as much revenue as would the reimposition of 
the excise taxes on automobiles and on telephone service. Suspension of the 
credit would add S80 million to revenues in the current fiscal year, while raising 
excises to their pre-January level would produce only an additional $05 nfillion. 
In fiscal 1907, it is estimated that 01. 2 billion would be raised by either procedure, 
while in fiscal 1908 the investn&ent credit suspension would add 01. 9 billion and 
the excises only $1. 5 billion. 

So ion as the revenues are this close, then, the choice would binge on the 
overall economic ei'fects, as well as on equity considerations. 

The present outlook for expenditures on fixed investment clearly raises the 
threat of infiationary pressures in that sector of the economy. Fixed invest- 
ment in 1965 was 10. 0 percent of gross national product, about the same as it 
was during the investment boom of 1950 and 1957. The rate of investment at 
that time could not be sustained and neither can the current rate. 

In 1905, investment in plant and equipment increased 15. 4 percent over 1964. 
Recent surveys show an expected increase in 1960 of 15 percent or more over 
1905, and surveys taken at this time of year generally underestimate final expend- 
itures. Extending these projections into 1966, we will have by the end of this 
calendar year a fixed investment expenditure amounting to some 11 percent of 
gross national product. This is well above the noninfiationary level of 10 percent 
for a full employment economy. 

Obviously, in the interest of orderly growth and to avoid iniiationary pressures 
in an important sector of the economy, expenditures for fixed investment should 
be slowed. Expenditures should not be halted, but marginal projects should be 
postponed. Suspension of the credit will not halt projects clearly warranted by 
demand. It would remove this element of artificial stimulation in our economy. 

The Finance Committee report on the 1962 Revenue Act, when the investment 
credit was instituted, gave three specific reasons for the credit: 

(1) The investment credit would "stimulate investment * ' "' by reducing 
the net cost of acquiring depreciable assets, which in turn increases the rate 
of return after taxes arisin from their acquisition. " 

(2) The investment credit "bv increasin the fiow of cash available for in- 
vestment, will stimulate investment. " 

(0) The investment credit "can be expected to stimulate i«ve»tments 
through a reduction in the 'payola' period for investment in a particular 
asset. " 

The same arguments — in reverse — could now be used to justify suspending the 
investment credit. 

Given current conditions, the artificial stimulation to expenditures for fixed 
investment should be cut off. The investment credit should be suspended until 
such time as conditions warrant a return to stimulation. 

Another fact which is particularly pertinent today is that production of equip- 
ment for fixed investment competes v;ith production of hard oods for deiense 
purposes. This is particularlr true with respect to highlv skilled manpower, in 
&vbich there is already a shortage. Continued artificial stimulation of plant and 
equipment expenditures can only result in bidding up the price of scarce ma- 
terials, facilities, and manpower needed for defense production, thus setting off 
a ripple of inflation which might well become a powerful ware carrying all 
before it. 

Looking at restraint~ already at work through Government action, one is 
struck by the tight money poli& v enforced by the Federal Reserve Board. How- 
ever one may vic&v this monetary policy, fiscal policy must work v&ith and not 
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against it. In this instance, the suspension of the investment credit will re- 
enforce the tight money policy of the Federal Reserve Board. On the other 
hand, a tax policy which works counter to it, will but give an excuse to the 
money managers to tighten the screws even harder, thus giving rise to further 
undesirable distortions which we have witnessed in the past when monetary 
policy was misguided. 

Little need be said here to support the substitution of this credit suspension 
for the increase in excises on automobiles and telephoue service from the stand- 
point of equity. The excises bear directly on the consumer and is recognized as 
a regressive tax. Furtherniore, the excise tax increases in this bill aifect only 
one commodity and one service. It is difiicult to justify singling them out, par- 
ticularly when they are virtual necessities. Suspension of the investment credit 
will work no hardship on any particular group and its effects will be spread 
broadly. particularly across the corporate sector. 

Responsible economists are now expressing concern about the possibility of in- 
flation. It is felt by many that substantial tax increases are needed, and now. 
In the absence of a general tax increase now, selective tax changes in areas 
where both economic and equity objectives can be furthered would certainly be in 
order. Suspension of the investment credit is surely oue of the most obvious 
places to begin. 

VIII. SUPPLEMENTAL VIEWS OF SENATOR VANCE HARTKE 
ON H. R. 12752 

Only a few months ago the Treasury Department told us that cuts in excise 
taxes were desirable for a vibrant economy. Administration spokesmen as- 
sured us at that time that the war in Vietnam could best be financed by an ex- 
panding and virile economy. 

A scant few weeks ago the Treasury Department informed us that certain 
excise tax cuts, which had already gone iuto effect, had to be reinstated to finance 
an escalated war in s'outheast Asia. Yet, yvhen questioned by the Finance Com- 
mittee members, the Secretary of the Treasury was unable to tell us what the 
total needs were for financing the war in the coming months, even though there 
are strong indications that this will be a long and costly war. 

If excise tax cuts were a good idea last summer, they are a good idea now. 
It is not fiscally responsible to ask the Congress to reinstate excise taxes pro- 

viding only $1. 2 billion when the war, at present, is costing $10 billion a year. 
We should not attempt piecemeal, one-shot, stop-gap solutions designed only to 
raise revenue in a hurry, when what we need is a sound, logical plan to finance 
this war. Because of this rushed approach, the reimposition of excise taxes, 
which are admittedly regressive, ask needless selective sacrifices of the American 
people. 

Therefore, I am opposed to the reimposition of excise taxes on telephone 
service and automobiles. 

tH. R. 12752] ' 

TAX ADJUSTMENT ACT OF 1966 

[Conference Report No. 1323, Eighty--ninth Congress, Second Session] 

[March 14, 1666] 

MR. Mrzzzs, from the committee of conference, suibmit~ted the following con- 
ference report to accomtpany H, R. 12752. 

The committee of conference on the disagreeing votes of the two Houses on the 
amendments of ~the Senate to the bill (H. R. 12752 j to provide for graduated with- 
holding of income tax from wages, to require declarations of estimated tax with 
respect to self-eniployment income, to accelerate current payments of estimated 
income tax by corporations, to postpone certain excise tax rate reductions, and 
for other purposes, having met, after full and free conference, have agreed to 
recommend and do recommend to their respective Houses as follows: 

' Public Law 89 — 388, page 379, this Bulletin, 



That the Senate recede from its amendments numbered 18, 22, 28, 24, 25 and 
34. 

That the House recede from its disagreement to the amendments of the Seuate 
numbered 1, ", 8, 4, 5, 0, 7, 8, 9, 10, 11, 12, 18, 14, 15, 10, 17, 19, 20, 21, 26, 27, 28, 
29, 80, 81, 82&. and 88, and agree to the same. 

Amendment numbered 8o: 
That the House recede from its disagreeiuent to the amendment of the Senate 

numbered 85, and agree to the same with an auzendzuent as follows: 
In lieu of the matter proposed to be inserted by the Senate amendment insert 

the following: 

Sec. 802. Benefits at age 72 for certain uninsured individuals. 

(a) monthly Benefits. — Title II of the Social Scc»&ity Act is amended by arld- 
ing at tke end thereof the folloioing»ew section: 

"Benefits At Age 72 Eor Certai&i Uni»s»&. &. &1 Individ»als 

"Eligibili 1&r 

"Sec. 228. (e) Every inrlivirl»el who— 
"(1) has attni»ed the age of 71, 
"(8) (A) attained sue)i age before 1968, or (B) hos not less tlien 8 quar- 

ters of coverage, whenever acquired, for eacli cole»dar year elapsing afte&. 
1966 end before tlie year in wh, ic1i ke attained szzch age, 

"(8) is e reside»t of tire United States (es definerl in subsection (e) ), a&«r 
is (A) a citizc» of thc United, State~ or (B) an alien lazvfully admitterl for 
perma»ent resid&»&e &! ho lies resided in the United States (as defi»ed, i», 
section 210(t) ) co&itin&&o»sky during the 5 years im»zedietely preceding tlie 
month in which 1&e files uppliratioi& under tliis section, anrl 

"(I&) has filed applicetio» for be»efits u&zder this section, shall (subject 
to tlie li»iitatio»s i», this section) be entitled to a benefit z&nder this section for 
ecol& montli begi&r&zi»g witli the first montlr, after September 1966 in, wliich he 
becomes so entitled to such bc»efits and, ending with the mo»tk preceding the 
&nonth in &chick. he dies. No application «nder this section icliich is filed by an 
indi«&'d&&al morc than 8 mo»ths before the first »&o»th, in &chick, he meets the re- 
q«irements of paragreplis (1), (2), and (8) shall be accepted as an applicatio~ 
for purposes of this section. 

"Benefit Amou»t. 

"(b) (1) Except as provided in, paragraph (2), the benefit amount to wliich an 
individual is entitled under this section for any mo&ztk shall be $85. 

"(2) If both husband and wife are e»titled (or upon application wouM 'be 

entitled) to benfits under this sect~on for any montk, the emo«nt of the husband' s 
benefit for such montli shell be 885 and tlie amount of the wife's benefit for such, 
month sliall be $17. 50. 

»Rcdz&ction Eor Govern»zc»tel pension Syste&» Benefits 

"(c) (1) The benefit amount of any individual »»&1cr this section for rn&y 

month shell be red«ced (b»t not below zero) by the a&no«»t of a»y periodic bene- 
fit «nder e governmental pension system for wlzich, hc is eligible for such, moiztk. 

"(2) ln the case of a 1&»sba»d end wife only one of rr:1&o»& is &'ntitled to benefits 
«»dc& this section, for any mo»th, the benefit a»&o»»t, oft& r any reductio», u»dcr 
paragraph (1), shall, be f»rther rerl&rccrl (but »ot belo&o z&rr&) by the excess (if 
eny) of (A) tlie total amo»»t of any perio&1ic benefits rinder gover»»&e»tal penswn 
systems for zchick tlie spoz&se ioho is not entitled to bc&zefits»nder this section is 
eligible for s«cli montk, over (B) 817. 50. 

"(8) In tlie case of e husband a»d wife both of ic&horn are eniitl& d to benefits 
under this section, for any month— 

"(A) the benefit amount of the wife, after a»y red»etio»»nder paragraph, 
(1), shall be further re&1»red (but not below zero) by thc excess (if any) 
of (i) the total a»zo«»f of e»y periodic be»efits «ndcr govermental pc»sion 
systc&ns for wliicli the hz&sba&zd is eligible for s«ck»&o'&th» ove& (ii) $85, 
o»d 
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"(B) the benefit amount of tlie husband, after any reiluction under para- 
graph (1), shall be furth, er reduced (but not belou& zero) by the excess (if 
any) of (i) the total amount of any periodic benefits under governmental 
pensiori systems for which the uife is el(gible for such month, over (ii) $17. 50. 

"(I&) Eor purposes of tliis subsection, , in, determining u&hether an individual. is 
eligible for periodic benefits under a, govern&nental pension system— 

"(A) suck individual sliall be deemed to have filed application for such 
benefit, 

"(B) to the extent that entitlement depends on, ari appli»&ation by such 
individual's spouse, such spouse sliall be deemed to have filed application, and 

"(C) to the extent that r ntitlernent rlepends on such, indivirlual or his 
spouse having retired, suck individu«l and. his spouse shell be deemed to 1&ave 
rrctii «&1 before the month, for iohich the determi»etio» of eligibility is being 
rn, «. de. 

"(5) Eor purposes of this subsection, if any periodic benefit is payable on any 
basis other than a calenda~ month, the 8ecretery shall aRocate tke amount of 
s&ich benefit to th e appropriate calendar montks. 

"(6) If, under the foregoing provisions of this section, tire amount payable for 
eny mon&1& mould, be less than $L s&rch riwount shall be reduced to zero. In the 
ease of e husband and uife botli of u&horn are ontit1«1 to benefits under this sec- 
tion for the month, the precedir&g ser&tence shall be applier1 uith respect to the 
«ygregate amount so payable for such month. 

"(7) If any benefit amount computed un&l&r the foreg&&ing provisions of this 
section is not e multiple of $0, 10, it shall be rn scil to the next higher miiltiple of 
$0. 10. 

"(8) Under regulations prescribed by the 8cc&ctary, benefit payments under 
this section to an individual (or aggregate benefit payments under this section in 
tke case of e kusband, and icife) of less thun $5»&«y be accu»&ul»&ted until thry 
equal or exceed $5. 

"SUSPENSION EOR MONTII8 IN WIIICII CASH PAYlIENTS ARE MADE 
UNDER PUBLIC A88ISTANCE 

"(d) Tlic benefit to u&hick any individual is cntitlerl under this section for any 
month sliall not be paid for sucli montli if— 

"(1) such individual receives aid or assistance in the form of mrmey pay- 
ments in sucli montli under a State plan. approverl u»&1&r title I, IV, X, XIV, 
or XVI, or 

"(8) such individual's husband or;&rifi receives such aid or assistance in 
such month, and under tire State plan, tlie needs of such individual &cere 
taken into account in determining eligibility for (or amou»t of) such aid or 
assistance, 

unless the State agency admi&iistering or sup&rvising tlie adr&iinistration of suck 
plan notifies the Secretary, at such time and in such manner' as may be prescri bail 
iri accordance icit1& regulatio~~ of the Secretary, that suck payments to such 
individual (or suck individuals husband or ieifc) under such plan are being 
terminate&1 urttk the priyment or pay»ie&its &»«de i&i sucli month. 

"SUSPENSION WHEiRE INDIVIDUAL IS RESIDING OUTSIDE THE 
UNITED STATES 

"(e) The benefit to u&hicli any i»iliviiluul is entitle&i under tliis section for «&iy 
r&&anth shall not be pair( if, duri»g such mo&ith, such individual is not a resident 
of the United, States. Eor purposes of this subsection, the term, 'United States' 
means the 50 States anil the District of Columbia. 

"TREATMENT AS MONTHLY INSURANCE BENEEITS 
"(f) Eor piirposes of subsectio&is (t) end (u) of section 808, and of sectio&i 

28I&0 e montlily benefit urirler tliis section shell be treated, as a monthly insure&&ce 
benefit payable unde~ section 802. 

"ANNUAL I&'EIMBURSE&lIENT OE EHDERAL OLD-AGE AND SURVIl ORS 
INS URAN ('E TR UBT EUND 

"(g) Tliere are authorize&i to bc appropriated to the Eederal Old-Age an»1 

Survi» ors Insurance Trust Eund for thr fiscal year e»ding tune 80, 1069, end for 
each fiscal year thereafter, such su»is as the Scc& & tirry of Health, Educatio», and 
Welfare dec»:s necessary on accou»t of— 
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"(1) payments made under this sectioii during thc seco&iil preceiling fiscal 
pear and all fiscaL years prior th&reto to individuaLs who, as of the beginning 
of the calendar year i» which falls the month for which, payment u as made, 
had less than 8 quarters of coverage, 

"(9) the additional ad»&inistrative expenses resulting from the payments 
described i» paragraph (1), and, 

"(S) any loss i&i interest to such Trust Fund resulting from suck payments 
and ev penses, 

in, or&ter to place such Trust Fund in the same position at the end of such fiscaL 
year as it wouL&L have been in if suck payments had not been made. 

"DEFINITIONS 
"(li) For purposes of this eection— 

"(1) Tlie term 'qua~ter of coverage' incl»des a quarter of coverage as 
defined in section 5(l) of tke Railroa&l Retiiement Act of 1987. 

"(9) The term 'governmental pension. system' means the insurance system 
establishcil by thhs title or a»y other system or fuiul established by the United 
States. a State, any political subdivision of a State, or any wholly owne&L 
i&&strum&»tality of any o&ie or more of the foregoing iohich provides for pay- 
ment of (A) pe»sions, (B) retirement or retired pay, or (C) annuities or 
sit»liar amounts payable on account of personal services performed by any 
individual (not inclu&li»g any payment uniler any !Gorkmen's compensation 
Law or any payment by the Veterans' Administration as compensation for 
service-connected disability or death). 

"(S) The term, 'periodic: benefit' incLudes a be»&fi payable in a lump sum 
if it is a comi&iutatio» of, or a substitute for, periodic payments. 

"(5) The deter»ii&iatio» of whether an individuaL is a husband or wife for any 
month shall be»iade under subsection (h) of sectio» 216 without regard to 
subsections (b) and (f) of section916. " 

(b) Certain Applications Under 1965 A»iendments. — For purposes of paragraph 
(I&) of section 998(a) of the Social Security Act (added by subsection (a) of this 
section), an application filed under section 10S of the Social Security Amend- 
me!&ts of 1965 [P. L. 89 — 07, C. B. 106&2, 601] before J'uty 1966 shall be regarded as 
an, application under such section 928 an&7. shall. for purposes of suck paragraph 
and of the Last sentence of su! li ac& ti&&n 998(a). be deemed to have been filed in 
July 1966, unless the person by whom or on!chose behalf suck apl&lication seas 
filed notifies the Secretary that he does not want suck application so rcgardcd. 

And the Senate agree to the same. 
Amendment numbered 86: 
That the House recede from its disagreement to the amendment of the Senate 

numbered 86, and agree to the same with the following amendments: 
On page 10 of the Senate engrossed amendments. Strike out line 4 and insert: 

Sec. SN. Temporary duty-free entry for gifts from members of Armed Forces 
in cornbat zones. 

(a) Gifts Costing $50 or Less. — Subport B of part 1 of tlie appendix to 
On page 10 of the Senate engro»»ed amendments, in the matter followiug line 

7. after "may prescribe" insert a comma. 
On page 10 of tlie Senate engrossed amendments, in the fourth line from the 

bottom of the page, strike out "(b)" and insert: (b) Clrrical Ar»indimen. — 
On page 10 of the Senate engros. ed aniendn&cuts, in the last line, . trike out 

"(c)" and insert: (c) Effective Date. — 
And the Senate agree to the same. 

W. D. AIILI. S, 
CEGLL R. KING, 
HALE BOGGS, 
E'vGENE J. KEGGII, 
Jo. IN W. BYRE FS, 
JAMES B. E 'i' T, 

hianagers on tke Part of the IIouse. 
RvssEI. I, B. Los&, ', 
GEORGE A. SN!ATIIERs, 
CI. INTGN P. ANDERsoN, 
JoHN J. WILLIAMs. 
FRANK CARI, SON, 

Lianagers on the Port of tlie Senate. 

225 — S33' — GS — 34 
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STATEMENT OF THE MANAGERS ON THE PART OF THE HOUSE 

The managers on the part of the House at the conference on the disagreeing 
votes of the two Houses on the amendments of the Senate to the bill (H. R. 12752) 
to provide for graduated withholding of income tax from wages, to require decla- 
rations of estimated tax with respect to self-employment income, to accelerate 
current payments of estimated income tax by corporations, to postpone certain 
excise tax rate reductions, and for other purposes, submit the following statement 
in explanation of the ei'feet of the action agreed upon by the conferees and 
recoinmended in the accompanying conference report: 

The following Senate amendments made technical, clerical, clarifying or con- 
forming changes: 1, 2, 8, 6, 8, 9, 10, 11, 12, 18, 14, 15, 16, 17, 20, 21, 28, 24, 25, 27 
28, 29, 80, 81, and 82. With respect to these amendments (1) the House recedes, 
or (2) the Se~ate recedes in order to conform to other action agreed upon by the 
committee of conference. 

WITHHOI. DING ALLOWANCES BASED ON ITEMIZED DEDUCTIONS 

Amendments Nos. 4 and 5: The bill as passed by the House and the Senate 
permits employees to claim withholding allowances (which are to have the same 
effect as withholding exemptions for purposes of income tax withholding) equal 
to the number determined by dividing by $700 the excess of (1) estimated itemized 
deductions, over (2) an amount equal to the sum of a specified percentage of the 
first $7, 500 of estimated wages and 17 percent of the remainder of the estimated 
wages. Under the bill as passed bv the House, the percentage of the first $7, 500 
of estimated wages was 12 percent. Under Senate amendment No. 4, this 
percentage is reduced to 10 percent. The House recedes. 

Under the bill as passed by the House, any fraction resulting from the compu- 
tation was to be disregarded except that, if the number determined was one-half 
or more but less than 1, it was to be increased to 1. Under Senate amendment 
No. 5, fractional numbers are not be taken into account. The House recedes. 

The conferees on the part of the House and on the part of the Senate are con- 
cerned about the extent of overwithholding which prevails under existing law and 
which it appears will continue at a reduced level sander the graduated withhold- 
ing system provided by this bill, even vvith the ivithholding allowances as pro- 
vided in the agreement reached by your conferees. For that reason, it has 
requested the Treasury Department to continue to survey and study ways and 
means of reducing overwithholding, particularly in the case of seasonal and 
intermittent employment, and has asked the Treasury Department, as it gains 
some experience under the system provided by the bill, to report back from time 
to time to the House Committee on Ways and Means and the Senate Committee 
on Finance as to any practicable means of reducing the remaining 
overwithholding. 

Amendment No. 7: Under the bill as passed by the House, an employee's esti- 
mated itemized deductions for any estimation year could not be greater than the 
amount of the deductions (other than the deductions referred to in secs. 141 and 
151 of the code and other than the deductions required to be taken into account 
in determining adjusted gross income under sec. 62 of the code) shown on his 
Federal income tax return for the taxable year preceding his estimation year, 
Under Senate amendment No. 7, if the employee did not show such deductions on 
his return for such preceding taxable year, the amount of his estimated itemized 
deductions is not to exceed the lesser of $1, 000 or 10 percent of the wages shown 
on such return. 

The House recedes. 

OPTION OF INDIVIDUALS To DISREGARD BALANCES DUE AND 
OVERPAY MENTS OF $5 OR LESS 

Amendment No. 18: This aniendment added a new section 5 to the code under 
which individuals were given an election to disregard balances due and overpay- 
ments of 85 or less where their withholding and other tax credits and payments 
of estimated tax for a year vv ere within $5 of their tax liability for the year as 
shown on their returns. This election would have been eiTective for taxable years 
after 1066. 

The Senate recedes. 
Although the House conferees did not agree to Senate amendment No. 18 they 

recogIiize the desirability of simplifying tax collection and refund procedures, an 
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objective toward which this amendment wns directed. For this reason, the con- 
ferees, both on the part of the House and on the part of the Senate, are requesting 
the Treasury Department to, turly anrl report back to the House Committee on 
)Vny and Iienns and the Senate Committee on Finance ns to the practicability 
aud desirabilitv of forgoing t;rxpayrnents nnd refunds in cases where the amount 
due at the time and final return is filed is small because of substantial payments 
through withholding or payments of estinrated tax, or both. This study and re- 
port to the committees is to be macle in conjunction with the study on ways of 
relieving overwithholding referred to earlier in this statement. 

FLOOR STOCKS TAX ON PASSENGER AVTOMOBILESi ETC. 

Amendmcnt No. 19: The bill as passed by the House provided for a floor stocks 
tax on passenger automobiles and trailers (other than house trailers) suitable 
for use in connection with passenger automobiles which on the day after the 
enactment of the bill are held by dealers and have not been used and are intended 
for sale. Under this provision the tax was 1 percent of' the price for which the 
article was sold by the manufacturer, producer, or importer. The tax was to be 
paid by the dealer and be collected from him by the manufacturer, producer, or 
importer. The tax was to be paid at such time after 60 days after the date of 
enactment of the bill as may be prescribed by the Secretary of the Treasury or 
his delegate. 

Senate amendment No. 19 strikes out this provision of the bilL 
The House recedes. 

LOCAL RESIDENTIAL. TELEPIIONE SERVICE 

Amendment No. 22: The bill, as passed by the House, increased the tax on com- 
munication services to 10 percent (the rate in effect on December 81, 1065) for the 
period from the effective date of this provision through rlnrch 81, 1068. Senate 
amendment No. 22 provided that this tenrporar~ increase vvas not to apply to local 
residential telephone service, as defined in the amendment, and that the tax rates 
provided by existing law (8 percent for calendar year 1066, 2 percent for calendar 
year 1067, and 1 percent for calendar year 1968) were to continue to apply to 
this service. 

The Senate recedes. 

EFFECTIVE DATE OF INCREASE IN Cour MVNICATION 8 TAX 

Amendment No. 26: Under the bill as pas. ed by the House, the amendments 
made by section 202 of the bill (relating to communication services) were to take 
effect, under the rules prescribed by the bill. on the first day of the first month 
which begins more than 15 days after the date on which the bill is enacted. Under 
Senate amenrlment No. 26 the effective date is April I, 1066. 

The House recedes. 

DISALLowANCE OF DEDVCTIONS FOR CERTAIN INDIREC'I CON'IRIBVTIONS To POLITICAL 
PARIIES 

Amenrhnent No. 38: This amendment arlds a new section 276 to the code pro- 
viding that no deduc&on otherwise allowable under chapter 1 of the code shall 
be allowed for any amount paid or incurred for— 

(1) advertising in a convention program of a Imlitical party, or in any 
other publication if any part of the proceerls of such publication directly or 
indirectlv inures (or is intended to inure) to or for the use of a political 
party or a political candidate. 

(2) admission to anv dinner or program. if any part of the proceeds of 
such dinner or program directly or indirectly inures (or is intended to inure) 
to or for the use of a political party or a political candidate, or 

(8) admission to an inaugural ball, inaugural gala, inaugural parade. or 
iuaugural concert. or to any similar event which is identified with political 
party or a political candidate. 

The new section al. o defines the term "political party' nrrd provides that proceeds 
are to be treated ns inuring to or for the use of a political candidate only if (rr) 
such proceeds m ry be used directly or indirectly for the purpose of furtheriug his 
candidacy for selection. nomination, or election to anr elective public office, and 
(b) . uch proceerls are not received by such candidate in the ordinary cour;e of a 



trade or business (other than the trade or business of holding elective public 
office). The new section applies to taxable years beginning after December 81, 
1965, but only with respect to amounts paid or incurred after the date of the 
enactment of the bill. 

The House recedes. 

INFORMATION RETURNS MADE BY THE DEPARTMENT OF AGRICULTURE 

Amendment No. 64: Section 6041(a) of the code now requires information 
returns to be made by persons engaged in trade or business and by ofilceis 
and emplovees of the United States with respect to certain payments of $600 
or more in a taxable year. The return sets forth the amount of the payments 
and the name and address of the recipient. Senate amendment No. 84 added a 
new subsection (e) to section 6041 providing (1) that information returns which 
are required under section 6041(a) with respect to payments under programs 
administered by the Department of Agriculture are to be rendered by the 
Secretary of Agriculture or by one or more officers or emplovees of the Depart- 
ment of Agriculture designated by the Secretary of Agriculture to male such 
returns on his behalf, and (2) that the Secretary of Agriculture (or the ofilcer 
or employee rendering the return) is to furnish to each person whose name 
is set forth in the return a written statement showing the aggregate amount 
of paymeuts to the person as shown on the return. 

The Senate recedes. 
Although the conferees on the part nt' the House, because of problems of admin- 

istering the amendment, did not agree to Senate amendment No, 84, it was 
recognized that there is a problem in correlating the different payments which 
may be made to a farmer during a year at different times or by different oifices 
or a encies of the Department of Agriculture. It was thought that a means 
should be developed administratively to report with respect to any farmer 
a total of the payments made to him which sh&mld be reported for tax purposes. 
Also, a study should be made of the feasibility of reporting to the farmer 
amounts paid to him which are reported to the Internal Revenue Service. These 
studies should be made by the Department of Agriculture in cooperation with 
the Department of the Treasury and a report made to the House Committee on 
Ways and Means and the Senate Committee on Finance early in the next 
Congress. 

SOCIAL SECURITY BENEFITS FOR CERTAIN AGED UNINSURED INDIVIDUALS 

A. mendment No. 85: This amendment adds a new section to the bill to provide 
monthly benefit payments under section 202 of the Social Security Act to 
iudividuals who meei, the requirements of the new provisions. Under the 
Senate amendment, an individual would be entitled to the new benefits if he has 
filed application for the benefits and (a) has attained age 70, (5) either (i) 
is not and would not (upon filing application) be entitled to monthly benefits 
under existing section 202 for the month in which he attains age 70 or (if later) 
the month in which be files application for the new benefits, or (ii) is entitled 
to such benefits but the amount is less than the amount of the new benefits, 
and (o) is a resident of the United States (as defined in sec. 210(i) of the 
Social Security Act) and is a citizen of the United States or an alien lawfully 
ailmitted for permanent residence ivho has resided in the United States (as so 
defined) continuously during the 5 years immediately preceding the month in 
ivhich he files application for the new benefits. 

Under the Senate amendment, the amount of the new monthly benefit would 
(iu effect) be $44, except that the aniount would be $22 in the case of a married 
woman whose husband is entitled to the new benefits. Under the Senate amend- 
ment the new provisions would apply for months after September 1966, and 
section 227 of the Social Security Act (relating to transitional insured status) 
would be repealed as of the close of September 1966. 

The Senate amendinent authorized appropriations to be made from time to 
time to the Federal old-age and survivors insurance trust fund and to the 
Federal hospital insurance trust fund to place each trust fund in the same 
position in which it ivould have been but for the Senate amendment. 

finder the conference agreement, the House recedes with an amendment in 
the nature of a substitute for the Senate amendment. Subsection (a) of section 
802 of the bill as agreed to in conference adds a new section 228 to the Social 
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Security Act providing for benefits at age 72 for certain uninsured individuals. 
Under subsection (a) of the new section 228 an individual is (subject to the limitations provided by sec. 228) to be entitled to benefits if he— 

(1) has attained age 72; 
(2) attained such age before 1968 or has not less than three quarters of coverage (whenever acquired) for each calendar year elapsing after 1966 and before the year in which he attained such age; 
(8) is a resident of the United States (as defined in the second sentence 

of subsec. (e) of the new sec. 228), and is a citizen of the United States or an 
alien lawfully admitted for permanent residence who has resided in the 
United States (as defined in sec. 210(i) of the Social Security Act) con- 
tinuously during the 5 years immediately preceding the month in which he 
files application under new' section 228; and 

(4) has filed application for benefits under new section 228. 
Entitlement is to begin with the first month after September 1966 in which the 
individual becomes entitled to such benefits and is to end with the month 
preceding the month in which he dies. 

Subsection (b) of the new section 228 provides that the benefit amount for 
any month is to be $85, except that if both husband and wife are entitled 
(or upon application would be entitled) to benefits under new section 228 for 
any month, the husband's benefit for such month is to be $85 and the wife' s 
benefit is to be $17. 50. 

Subsection (c) of the new' section 228 provides for the reduction of the benefits 
under this new provision on account of periodic benefits for which the iii- 
dividuals concerned are eligible under governmental pension systems (as defined 
in new subsec. (h) (2) ). 

Under paragraph (1) of the new subsection (c) the amount of the new 
benefit for any individual is first reduced by the periodic benefits under govern- 
mental pension systems for which such individual is eligible. 

Paragraphs (2) and (8) relate to husbands and wives and in effect provide 
that the new benefit amount to which one spouse is entitled will be further 
reduced, in the manner specified, by a portion of the periodic benefits for which 
the other spouse is eligible umler governmental pension systems. 

Paragraph (4) of the new subsection (c) provides in eifect that, in deter- 
mining the eligibility of individuals for periodic benefits umler governmental 
pension systems, applications for such benefits shall be deemed to have been 
filed and the individuals concerned shall be deemed to have retired. 

Paragraph (5) of the new subsection (c) provides that where a periodic 
benefit is payable on a basis other than a calendar month, the Secretary of 
Health, Education, and Welfare is to allocate the amount of such benefit 
to the appropriate calendar months. 

Paragraph (6) of the neiv subsection (c) provides that a monthly benefit 
amount under the new provision (determined before rounding under new 
subsec. (c) (7) ) of less than $1 is to be reduced to zero. Where both husband 
and wife are entitled to benefits under the new provision for the moiith, their 
benefit amounts are to be reduced to zero only if, after such amounts are 
«s&mbined (but before rounding under new subsec. (c) (7) ), ther aggregate less 
than $1. 

Paragraph (7) of the new subsection (c) provides that any benefit amotint 
which is not a multiple of 10 cents is to be raised to the next higher multiple 
of 10 cents. In the ease of a husband and wife, this rounding provision is to 
be applied separately to the benefit of each spouse. 

Paragraph (8) of the new subsection (c) provides that, u~der regulations 
prescribed by the Secretary of Health, Fdu«ation, and 1Velfare. where the 
amount otherwise payable under the new provision to an individual (or to 
a husband and wife) is less than &5. that amount may be accuinulated. Where 
the amounts so accumulated equal or exceed Q&, thev ivill become immediately 
payable. 

Subsection (d) of the nev; section 228 provides. in general, that tlie l&enefit 
to which any individual is entitled under section 228 for anv month is not 
to be paid if he receives aid or assistance in the form of money payments in 
s«h month under a State plan approved under title I, IV, X. XIV, or XVI of the 
Social Security Act. Such benefit for aiiy month is also not to be pairl if su«h 
individual's spouse receives such aid or assistance in such month and the 
iieeds of such individual were taken into account in determining eligibility for 
(or the amount of) such aid or assistance. 
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Subsection (e) of the new section 228 provides that the benefit to which any 
individual is otherwise entitled under the new section 228 is not to be paid 
for any month during which the individual is not a resident of the United 
States. For this purpose, the term "United States" means the 50 States and 
the District of Columbia. 

Subsection (f) of the new section 228 provides that monthly benefits under 
the new section are to be treated as monthly insurance benefits under section 
202 of the Social Security Act for purposes of sections 202(t) (relating to 
suspension of benefits of aliens who are outside United States), 202(u) (re)at 
ing to conviction for certain offenses), and 1840 (relating to payment of pre. 
miums for supplementary medical insurance benefits). It is to be noted that 
this treatment (as monthly benefits under sec. 202) does not apply, for exampie, 
with respect to section 226 of the Social Security Act (relating to entitlement 
to hospital insurance benefits) or to section 202(m) of such act (relating to 
minimum benefits. 

Subsection (g) authorizes to be appropriated to the Federal old-age and 
survivors insurance trust fund for the fiscal year ending June 30, 1969, and 
for each fiscal year thereafter, such sums as the Secretary of Health, Fduca- 
tion, and Welfare deems necessary on account of— 

(1) benefit payments made under the new section 228 during the second 
preceding fiscal year (and all fiscal years prior thereto which begin atter 
June 30, 1966) to individuals who had less than three quarters of coverage 
as of the beginning of the calendar year in which falls the month for which 
such benefit payments were made; 

(2) the additional administrative expenses resulting from such benefit 
payments; and 

(3) any loss in interest to such trust fund resulting from such benefit 
payments and administrative expenses; 

in order to place such trust fund in the same position at the end of such fiscal 
year as it would have been in if such benefit payments had not been made. 

Subsection (h) provides definitions for the new section 228. 
Paragraph (1) provides that the term "quarter of coverage" includes a quarter 

of coverage as defined in section 5(1) of the Railroad Retirement Act of 1937. 
Paragraph (2) defines the term. "governruental pension system" to mean the 

insurance system established by title II of the Social Security A. ct or any other 
system or fund established by the United States, a State, any political subdi- 
vision of a State, or any wholly owned instrumentality of any one or more 
of the foregoing which provides for payment of (a) pensions, (5) retirement 
or retired pay, or (c) annuities or similar amounts payable on account of 
personal services performed by any individual (not including any payment 
under any workmen's compensation law or any payment by the Veterans' Ad- 
ministration as compensation for service-connected disability or death). 

Paragraph (3) provides that the term "periodic benefit" includes a benefit 
payable in a lump sum if it is in commutation of, or a substitute for, periodic 
payments. 

Paragraph (4) provides that the determination of whether an individual is a 
husband or wife for any month is to be made under the general rules of sub- 
section (h) of section 216 without regard to the special rules in subsections 
(b) and (f) of such section. 

The new subsection (b) of section 302 of the bill, as agreed to in conference, 
provides that, for purposes of paragraph (4) of the new section 228(a) of the 
Social Security Act (which requires the filing of an application as a condition 
of entitlement to the new benefits), applications filed before July of 1966 under 
section 103 of the Social Security Amendments of 1965 (which provides eligi- 
bility for hospital insurance benefits for certain uninsured individuals) shall 
be treated also as an application for benefits under the new section 228. 

DVTY FREE TREATMENT OF GIFTS FROM SERVICEMEN IN COMBAT ~EBS 
Amendment No. 36: Under existing law (sec. 321(a) of the Tariif Act of 

1930) bona fide gifts from abroad may be imported free of duty if the retail 
value in the country of shipment does not exceed $10. Senate amendment No. 
36 adds a new item to the tarifF schedules providing for the temporary duty' 
free entry of articles constituting a bona fide gift from a member of the Armed 
Forces of the United States serving in a combat zone to the extent such articles 
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in any shipment, do not exceed $50 in aggregate retail value in the countrv of 
shipment and with such limitations on the importation of alcoholic beverages 
and tobacco products as the Secretary of the Treasury may prescribe. The 
provision would apply only if the articles are purchased in or through authorized 
agencies of the Armed Forces of the United States or in accordance with regu- 
lations prescribed by the Secretary of Defense. For purposes of this provision 
the term "combat zone" is any area designated by the President by an Execu- 
tive order [E. O. 11216, C. B. 1965 — 1, 62] under section 112(c) of the Internal 
Revenue Code of 1054 (relating to exclusion from gross income for certain com- 
bat pay of members of the Armed Forces). On April 24, 106o, the President 
designated Vietnam and adjacent waters as a combat zone. 

The Senate amendment applies to articles entered after the date of the enact- 
ment of the bill and on or before December 81, 1067. 

The House recedes with clerical amendments. 

lV. D. MILLS, 
CEc11. R. K1NG, 
HA1. E Boocs, 
EUGENE J. KEOGH, 
JoHN W. BTRNEs, 
JAMES B. UTT, 

illanayers on the Part of the House. 

[H. R. b81t)J ' 

TAX TREATMENT OF EXPROPRIATION LOSS RECOVER- 
IES AND EXTENSION OF TIME FOR FILING MEDICARE 
SUPPLEMENTARY INSURANCE APPLICATIONS 

[Senate Report No. 1991, Eighty-ninth Congress. Second Sessionl 

[April 1, 1066] 

MI. LoNG of Louisiana, from the Committee on Finance, submitted the following 
report to accompany H. R. 6810. 

The Committee on Finance, to which was referred the bill (H. R. 6810) to 
amend the Internal Revenue Code of 1954 to provide for treatment of the recovery 
of losses arising from expropriation, intervention, or confiscation of properties by 
governments of foreign countries, having considered the same, reports favorablv 
thereon with amendments and recommends that the bill as amended do pass. 

II. SUiAIAIARY 

Your committee has adopted the House-passed provisions of H. R. 6810, relating 
to the treatment of recoveries of foreign expropriation losses. It has, hosvever, 
added an amendment which amends the Social Security Act, title XVIII, so as to 
extend through AIay 81, 1066, the initial enrollment period for coverage under the 
program of supplementary medical insurance benefits for the aged. This bill, 
in the ease of recoveries of foreign expropriation losses, provides a new set of 
rules generally limiting the tax on the recovery to the benefit previously received 
in deducting the loss (but applying current tax rates), taking into account factors 
such as whether the loss oi'fset income taxed at ordinary iucome tax rates or 
capital gains tax rates, and the effect, if any, of the loss on foreign tax credits, 
etc. In hardship situations the bill also makes provision for payment of the 
tax on recoveries in 10 equal annual installments bearing interest at 4 percent. 
A special rule iu the case of life insurance companies provides that a recovery, 
for purposes of this foreign expropriation loss provision, is to include the release 
of. a life insurance reserve (or other item referred to in sec. 810(c) ) resulting 
from the release of liabilities, These provisions apply to recoveries on or after 
January 1, 1965. 

The bill also makes provision for taxing recoveries with respect to foreign ex- 
propriation losses where a benefit from a tax deduction was received bv one 
corporation holding securities in another whose property was expropriated. In 

'Public Law 99 — BS4, page 414, this Bulletin. 
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such a ease the restoration in value of the securities is treated as a recovery and 
taxed to the corporation receiving tbe benefit from the loss deduction. This 
provision applies to taxable years beginning after December 61, 196o. 

The Treasury Department has indicated that it has no objection to the House- 
passed provisions and the Department of Health, Education, and Welfare sup- 
ports the social security amendment added bv your committee. 

III. REASONS FOR FOREIGN EXPORTATION PROVISIONS 

Recoveries of foredgtr ezproprietfon losses. — Present law provides an explicit 
rule in the case of the recovery of a "bad debt, " "prior tax, " or "delinquency 
amount. " It, in effect, provides (in sec. 111) that the recovery in these cases is 
to be included in income subject to tax to the extent that the initial deduction 
offset income subject to tax. However, no account is taken of the fact that tbe 
prior deduction in effect offset income which otherwise was not subject to a full 
tax (e. g. , oftset a capital gain or income eligible for the Western Hemisphere trade 
corporation treatment) nor does this rule take into account the fact that the prior 
deduction may have offset income subject to tax but svith respect to which no tax 
was payable because of the offset of credits against tax (e. g. , the foreign tax 
credit and the investment credit). Although the statutory language under pres- 
ent law refers only to a bad debt, prior tax, or delinquency amount, the regula- 
tions also apply this rule with respect to all other losses, expenditures, and ac- 
cruals made the basis of deductions from gross income for prior taxable years, 
including war losses, but not including deductions with respect to depreciation, 
depletion, amortization, or amortizable bond premiums. ' 

Thus, present law has been interpreted as providing that the recovery of losses 
sustained by reason of expropriation, intervention, seizure, or similar taking of 
property by a foreign government is to be included in the person's tax base to the 
extent the deduction for the loss initially taken was included in the tax base at 
tbe time of the taking of the property. ' However, the amount included in income 
because of the recovery may result in a much greater tax than the tax saved by 
the original deduction. 

Congress, in the Revenue Act of 1964, recognized the tax problems resultiug 
from tbe numerous cases of expropriation by foreign governments of property of 
United States taxpayers since World War II, including the major expropriations 
made in Cuba, beginning in 19o9, when substantially all investments in that coun- 
try were expropriated. The Revenue Act of 1964 dealt with one aspect of the 
problem raised by these expropriatons; namely, the fact that a longer period than 
usual was needed to offset these major losses against income. For that reason 
the Revenue Act of 1964 provided a 10-year carryforward for expropriation 
losses rather than the generally available 5-year carryforward and 8-year carry- 
back. However, there was not suificient time when that le islation was con- 
sidered to deal with the second phase of this problem; namely, the tax treatment 
to be accorded in the case of the recovery of any of these expropriations or similar 
takings of property. As a result, in the consideration of the Revenue Act of 1964 
the Treasury Department and the congressional staff were requested to develop 
an appropriate suggestion as to the proper tax treatment of recoveries arising 
from expropriation, etc. , losses. This provision grew out of this study. Your 
committee agrees with the House that it is important to act on this problem at 
the present time without regard to tbe possibility of the timing of any recovery iu 
any specific instance, to assure taxpayers that in the event of a recovery of ex- 
propriated property they will be treated fairly under the U. S. tax laws. 

The recovery provisions described more fully in "III. General Explanation of 
Foreign Expropriation provisions" below are somewhat similar to the provisions 
of present law relating to a bad debt, prior tax, or delinquency amount (sec. 111) 
However, there are significant dii'ferences. Probably the most important is the 
fact that in determining the tax. benefit of the prior deduction — and, therefore, 
the tax applicable with respect to the restored amount — tax credits, such as the 
foreign tax credit and investment credit, are taken into account. This, if because 
of such credits the deduction of the loss produced little or no actual tax benefit, 

' Seo. 1. 111 — 1(a) of the regulations. 
s Separate rules are provided for the recovery of World War II losses. 
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little or no tax is to be imposed with respect to the recovery under the rules set 
forth below. Similar treatment is provided where the tax benefit in the year of 
the loss may have been reduced by lower rates, such as the capital gains rate 
and the rate applicable to Western Hemisphere trade corporations. The tax 
benefit, however, for purposes of the recovery will be measured by using the rates 
in effect in the year of the recovery rather than in the year of the loss. 

Another important point of departure from the rule in present law, which is 
made available in the rules set forth below. relates to the time allowed for the 
payment of the tax on the recovery. Where certain conditions exist as to the 
recovery (e. g. , the bulk of the recoverv is in property rather than cash) up to 10 
years is to be allowed for the l, ayment of the tax on the recovered amount. 
However, these payments will be subject to interest at the rate of 4 percent on 
the declining balance. Frequently ~here there are recoveries it is necessary for 
the taxpayer to invest substantial additional amounts in placing the property in 
usable condition. Alternatively, the recovery may be made in the form of 
property which cannot readily be sold for a period of time. Because of these 
factors, the House-passed bill provides additional time for payment of the tax 
on these recovered amounts. The interest rate provided is the same as that 
available under present law for deferred payment of estate tax where it is 
determined that the full payment of the tax would constitute a hardship. 

Decrease of liabilities for life iruarance c&rmpanies. — During the consideration 
of this bill life insurance companies presented a unique problem. Under the 
special provisions taxing life insurance companies (secs. 801 — 820 of the code), 
there is recognition of the fact that these companies, because of the long-term 
nature of their busiuess, are entitled to deductions or exclusions for the addition 
to certain specified reserves (e. g. , life insurance reserves). Likewise, when 
these reserves are no longer needed, they are "released" and become an item of 
income to the life insurance company. In general, these reserves must be re- 
quired bv State law (see sees. 801 (b) and (c) ), which has been interpreted to 
mean either express statutory law or rules and regulations issued by a State 
insurance commissioner. 

When the assets of a life insurance company are expropriated, a question 
immediately arises as to whether or not the company is still liable on its insur- 
ance policies arising in the co&mtrv where the act of expropriation occurred. If 
the liability is no longer in existence. then the reserves behind these policies are 
no longer required and must be released. This release produces an item of income 
for a life insurance company under section 809(c) (2). Generally, it is under- 
stood that the insurance commissioners under State law do not require the com- 
panies to maintain reserves after the assets behind these reserves have been 
expropriated. In this case, no special problem is presented under the bill. 

On the other han&1. in some instances under State law the insurance commis- 
sioner requires the company to maintain the reserves even through the company's 
assets in a particular country have been expropriated. In cases where the 
company disagrees with this interpretation of State law, then the company mav 
litigate its liability under these policies. If the company should be successful in 
the litigation. then the liability under the insurance &ontracts is eliminated and 
the reserves are no longer needed or required by the insurance commissioners 
under State law. Hence, they are released an&1 become income to the company 
in the year when the litigation is succe "sful. This will be years after the 
expropriation occurred and the assets were written off. 

For a life insurance company, this release of its liability under its insurance 
contracts is, in essence, the same as a recovery of a part or all of the assets that 
had been expropriated. Your comnfittee agrees with the House that a life insur- 
ance company should treat the release of reserves as a recovery of a foreign ex- 
Propriation loss for purposes of this hill. 

Restoration of raine of securities after expropriation loss. — Present law (se&. 
1384) contains a provision dealing with restoration of value of certain invest- 
ments which were deducted as worthless invest&nents under the World War II 
loss provisions. Under this provision. if stock in a corporation became worthless 
because the corporation's assets were seized br Germanv during World War II 
and a deduction for the loss was taken with full tax benefit. then any restoration 
in value of the stock (by reason of recoveries made by the corporation) is required 
to be included in gross income in the year of such restorati&, n in value of the 
stock. even though the stocl-holder at that time receives no money or other 
Property. 



The provision in present law deals only with World War II losses and existing 
law contains no comparable provision to deal with similar cases which can arise 
from other foreign expropriations, Your committee also agrees with the House 
that a coinparable provision is needed for recoveries of more recent foreign 
expropriation losses. Such treatment is necessary if taxpayers in these cases 
are to be taxed on recoveries of amounts for which deductions previously were 
taken. 

IV. GENERAL EXPLANATION OF FOREIGN EXPROPRIATION 
PROVISIONS 

Recoveries of. foreign expropriation losses. — The new provision of the House. 
passed bill, dealing with the treatment of recoveries by domestic corporations 
(subject to tax under sec. 11 or 802) of foreign expropriation losses, is elective 
at the option of the taxpayer, but once applied, is effective to all recoveries with 
respect to the same expropriation loss. This provision applies only if the cor- 
poration was subject to tax as a regular corporation (under sec. 11) or as a life 
insurance company (under sec. 802) both in the year the expropriation loss was 
taken and in the year of the recovery. Foreign expropriation losses for this 
purpose are defined in the same manner as in the ease of the 10-year carry- 
forward of losses. They are losses sustained by reason of expropriation, inter- 
vention, seizure, or similar taking of property by a foreign government. Included 
in this category is a debt which becomes worthless by reason of such an expro- 
priation, etc. 

The amount treated as recovered for purposes of the new provision is the 
amount of money and the current fair market value of other property received. 
For life insurance companies the amount of recovery includes the decrease of any 
item described in section 810(c) attributable to such foreign expropriation loss. 
This also is intended to cover the situation when the insurance commissioner 
under State law does not require the reserves to be maintained following an ex- 
propriation, but a subsequent court decision holds the company liable on the 
contracts. In that event, the company will be required by the insurance com- 
missioner under State law to set up a reserve pending appeal to a higher court. 
If the ultimate judicial decision holds the company not liable under the insur- 
ance contracts, then the company has a decrease of liability which would qualify 
imder the bill. The effect would be that the decrease of liability or release of 
reserve could be oifset against the deduction taken in an earlier year. Of course, 
a foreign expropriation loss (as defined in sec. 1351(b) ) does not include any 
interest element that may have been added or accrued with respect to the loss 
after the expropriation occurred. Thus, any such interest element is not subject 
to the treatment provided in new section 1351. For example, if a life insurance 
company had insurance reserves of $1, 000 at the time the act of expropriation 
occurred and subsequently added $30 of required interest to the reserve before 
the recovery occurred, then the amount taken into account for purposes of section 
1351(c) is $1, 000. The balance, or $30, is an item of income for the year of 
recovery. 

The bill divides the amount recovered into two portions: the amount ivith 
respect to which a deduction was taken on account of the loss; and any excess 
recovery of the amount over the deduction previously taken. The amount 
representing the deduction previously taken is excluded I'rom gross income. 
place of including this amount in income, a tax is computed with respect to this 
deduction under a "tax benefit" rule. 

Any recovery in excess of the deduction previously taken is treated as gain on 
the involuntary conversion of property (as provided in sec. 1033). Thus, if 
cash in excess of the deduction previously taken is obtained on the recovery (or 
other property is obtained which is not of a like kind to that expropriated) and 
there is no reinvestnient of this excess within the time specified under the present 
law in the case of involuntary conversions, gain is recognized with respect to this 
excess amount. However, if the property recovered is "similar or related in 
service or use" (or in the case of real estate of a like kind) or that expropriated 
or there is a reinvestment in such property to, that extent no gain is recogni~ed 
at the time of the recovery on this portion of the amount received. Where this 
is true, the basis of the property is reduced to the extent of the gain which is not 
recognized because of treatment as an involuntary conversion. 

AVhere both cash and similar, etc. , property are received iu a recovery and the 
ainount of the recovery exceeds the deduction previously taken, then the cash is 



to be first attributed to this deduction and the similar, etc. , property, to the 
extent appropriate, attributed to the excess recovery over this deduction. 

The tax computation under the "tax benefit rule, " referred to above, is made 
by decreasing the loss in the year in which the expropriation occurred (or any 
year to which it was carried) by the amount of (. he recovery representing this 
prior reduction. A tax is then computed on this additional income (if any) and 
added to the tax liability for the year of recovery. 

It should be noted that this additional tax is computed by in effect "restoring" 
the recovered amount back in the year or years in which the deduction was taken. 
However, for the purposes of this additional tax, the current year's tax rates 
(under sec. 11) rather than those applicable to the earlier year are to be used, 
although in other respects the law applicable in the earlier year or years will be 
applied. Thus, for example, the rules then applicable in the case of multiple 
surtax exemptions woulrl govern, rather than those applicable in the year oi the 
recovery. 

For purposes of this computation of additional tax, if a series of recoveries 
has occurred, any recoveries made before the one in question are taken into 
account in determining income of the prior year or years for purposes of deter- 
mining the additional tax in case of the current recovery. This includes re- 
coveries whether or not this provision was elected (it includes, for example, those 
coming under sec. 111 of the code as well as the new sec. 13fil (g) ). 

Adjustments are made for all credits against tax and also carryovers and 
carrybacks of losses or credits which would normally have resulted had the in- 
come in the prior year been greater by the amount now being added back. This 
gives effect, for example, to the foreign tax credit and the investment credit. 
It is important to note in this respect that where a foreign tax credit, for 
example, was not fully utilized in prior years because of a loss deduction, part of 
the deduction did not reduce the tax for those years. As a result a restoratiou 
of income where there was an unused foreign tax credit (except to the extent 
influenced by the foreign tax credit limitation) may not give rise to an additional 
tax on the recovery under this provision, 

In making these recomputations with respect to prior years, the principles set 
forth in section 1314(a), relating to the correction of errors, are to apply. 
Thus, for example, there will be no recomputations of other income items or 
deductions with respect to such a year because of this provision, but limitations 
will be changed where they would normally have been dii'ferent had the addi- 
tional income been received in the prior year. Thus, for example, the 5-percent 
limitation on charitable contributions will permit a greater deduction where 
the actual contributions exceeded the amount previously deductible. 

For purposes of this recomputation, taxpayers are also allowed a new choice 
as to whether ther desire to deduct foreign taxes or take a foreign tax credit. 
Similarly, for this purpose, the taxpayer may make a new election between 
the "per country" and "overall" limitation in the case of the foreign tax credit. 
The new choice and election, in the ca. . e of foreign taxes, are only for purposes 
of the computation of the additional tax attributable to the recovery. For all 
other purposes any prior election or choice made is still binding to the same 
extent as if this provision were not applicable. 

The tax benefit rule described above works in such a manner that where a 
partial recovery of property occurs, if no tax benefit was derived from a part 
of the prior deduction (e. g. , where part of the deduction represented an unused 
net operating loss), the recovery is not to result in additional tax if the recovery 
does not exceed the part of the deduction which gave no tax reduction. This 
occurs since the loss previously taken is only reduced by the amount of the 
partial recovery and therefore the recomputation still gives rise to no tax. 

The bill also provides that, for purposes of this provision, if an investment 
(such as a stock or bond) becomes worthless by reason of the expropriation of 
the assets of the corporation which issued the stock or bond, and thereafter there 
is a restoration in value of the stock or bond because of the recovery by the 
corporation of its expropriated property, then the value restored will be treated 
as a recovery. 

The tax on the recovery cannot be reduced by foreign tax credits or invest- 
ment credits available in the year of recovery. 

The bill provides that the tax payable with respect to the recovery on a 
foreign expropriation loss — both that coming under the tax benefit rule at- 
tributable to the deduction previously taken and also any gain taxed on excess 
recovery — may under certain comlitions be paid iu 10 equal annual installments 
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hearing interest at 4 percent. As is generally true in the case of installment 
payments of taxes, if any installment is not paid on time, all of the remaining 
installments then become due. 

The bill sets forth rules to permit the taxpayer to pay the tax attributable 
to the recovery of foreign expropriation losses over the 10-year period where 
a hardship situation is likely to exist. Thus, the taxpayer has this option where 
the money received is less than 25 percent of the recovery and is not larger than 
the tax attributable to the recovery. In addition, even though the cash payments 
exceed the 25-percent limit or the tax on the recovery, the Secretary of the 
Treasurv may nevertheless permit the tax to be paid in up to 10 equal annual 
installments if he finds that the payment of the tax at the time of the recovery 
would result in undue hardship. 

The bill provides that where the taxpayer has elected to pay the tax in 10 
equal annual installments and property received on the recovery is sold for cash 
(or exchanged for other property sold for cash) the taxpayers' right to spread 
the tax payments over 10 years is modified. In such an event, to the extent 
the cash received exceeds the 25-percent limit or tax on the recovery if smaller, 
the remaining tax payments are to become due at the time of the due date for 
the next tax return. Money received in such a ease is always attributed first 
to the payments with the shortest maturity. Money for purposes of this pro- 
vision includes the dollar value of foreign currencies. 

This provision applies to recoveries on or after January 1, 1965, with respect 
to foreign expropriation losses sustained after December 81, 1958. 

Restoration of value of 8eourities after eapropriation, loss. — The new provision 
(sec. 80) added by the House passed bill applies only to restoration in the value 

of. securities (as defined in sec. 165(g) (2) ). Without this provision there is 
no assurance that this restoration of value — for which a loss deduction was 
previously taken — will result in the imposition of any tax. If a stock or bond 
became vrorthless by reason of the expropriation after 1958 by a foreign gov- 
ermnent of the assets of the corporation which issued the stock or bond, and 
a deduction for the loss was allowed, and the value of the stock is restored in 
full or in part during any taxable year beginning after 1965 by reason of the 
recovery by the corporation of money or other property, under this provision 
the value restored will be included in gross income subject to two limitations. 
First, the amount included in gross income is not to exceed the amount of the 
original loss (the adjusted basis of the stock at the time it became worthless). 
Second, the amount includible in gross income is to be reduced by the amount, 
if any, by which the loss did not result in a tax benefit. 

The following example will illustrate the application of the new provision. 
The taxpayer owns stock in a corporation having an adjusted basis of $10, 000 
and a fair market value of $80, 000 at the time Cuba seized all the assets of the 
corporation. As a result of the expropriation the stock became worthless and 
the taxpayer deducted the $10, 000 as a capital loss which was utilized in full 
against capital gains. In 1970 the Cuban Government returns property to the 
corporation with the result that there is a restoration in the value of the tax- 
payer's stock to $15, 000. The first limitation referred to above requires the 
inclusion in 1970 in gross income of only $10, 000 of the $15, 000 restoration in 
value since the original loss was only $10, 000. The second limitation referred 
Lo above would not apply since eliminating the original capital loss would have 
produced a tax on $10, 000 of capital gains. 

In the above example, if only $6, 000 of the $10, 000 capital loss had been 
utilized against capital gains, then the second limitation would apply so that 
the $10, 000 restoration in value would be reduced by the $4, 000 of the capit» 
loss not utilized. If the restoration in value had been to $8, 000 instead of 
$15, 000, then the second limitation would apply so that the $8, 000 would be 
reduced to zero since $4, 000 of the original loss did not result in a tax benefit. 

The amount included in gross income under this provision will be ordinarv 
income unless the loss resulting from the expropriation was taken into account 
as a loss from the sale or exchange of a capital asset, In the latter case the 
restored value taken into gross income will be treated as a long-term capital 
gain. 

This provision will not apply to a restoration in value if the taxpayer elects 
the application of section 1851 to the recovery or to any prior recovery with 
respect to the original loss. Section 1851 has its own rules with respect to 
restoration of value in case of expropriation losses. 
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The new provision applies to domestic corporations which are subject to the 
regular corporate tax (imposed by sec. 11) and to domestic life insurance com- 
panies (subject to the tax imposed by sec. 802). Thus, the new section will 
not apply to individuals, estates, or trusts. If a corporation is subject to the 
regular corporate tax, or the tax imposed on life insurance companies, it would 
not lose that status because its tax for the year is computed under the alterna- 
tive tax in case of capital gains. 

The new provision applies to restoration in value occurring in taxable years 
beginning after December 81, 1965. with respect to the specified types of expro- 
priation losses sustained after December 81, 1958. 

[H. R. 9888]' 
SUBCHAPTERS S A. ND R OF CHAPTER 1 OF THE 

INTERNAL REVENUE CODE OF 1054 

[Senate Report No. 1097, Eighty-ninth Congress, Second Session, Calendar No. 991] 

[February 24, 1906] 

Mr. LoNG of Louisiana, from the Committee on Finance, submitted the 
following report to accompany H. R. 9883. 

The Committee on Finance, to which was referred the bill (H. R. 9888) to 
amend subchapter S of Chapter 1 of the Internal Revenue Code of 1954, and for 
other purposes, having considered the same, reports favorably thereon with 
amendments and recommends that the bill as amended do pass. 

I. SUMMARY 

Your committee has adopted the three House-passed provisions of H. R. 9888, 
relating to the option for corporations and their shareholders to be taxed in a 
manner similar to partnerships and partners, with only minor technical changes. 
It has, however, added an amendment relating to the option for unincorporated 
businesses to be taxed like corporations. This substantive amendmeut added by 
your committee repeals the provision of the code which provides a special option 
for partnerships and proprietorships to be taxed basically like corporations. 
It also provides for the tax-free incorporation of these businesses in certain cases. 

In 1958 Congress enacted a series of provisions (secs. 1871 — 1877 of the code) 
designed to permit sruall business corporations and their shareholders to be taxed 
basically like partnerships and partners. Thus, corporations electing this status 
are not subject to tax but, instead, "pass through" to their shareholders the 
taxable consequences of their activities. This election was granted in order to 
minimize the effect of Federal income taxes on businessmen's choices of the 
form of organization which they conduct their business. 

Since the enactment of these provisions in 1958, certain problems have arisen 
with the operation of this election. This bill deals svith three such problems. 
It deals with two types of problems which resulted in unintended burdens and 
another which presents the possibility of tax manipulation which may lead to 
unintended benefits. 

The first section of the bill provides that distributions of money made within 
2'$ months after the end of a year are to be considered as distributions of the 
undistributed taxable income of the corporation, which was taxed to the share- 
holders on the last day of the corporation's taxable vear. As a result, these 
distributions made in this first 24/s-month period will not again be taxed as 
dividends to the shareholders (as they are under present law where they are 
treated as distributions out of the earnings and profits of the corporation for 
the year in which distributed to the extent of those earnings and profits). The 
change described above applies with respect to distributions made after the date 
of enactment of this bill. However, for periods back to the adoption of this 
"passthrough" provision in 1958 this new rule will apply to open years, but on 
an elective basis and with respect to distributions made in the first 8t/9 months 
after the end of the year in question. It is also to apply on an elective basis 

r Public Law S9 — SS9, page 419, this Bulletin. 
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to refunds for certain "closed" years where there is a close correlation between 
the distributions made in such a 6/z-month period and the undistributed earn- 
ings of the corporation at the end of the prior year. 

The second section of the bill amends the "passthrough" election to prevent 
its use as a device to avoid a capital gains tax. Thus, except where a small 
business corporation has elected the "passthrough" treatment for the 8 prior 
years (or from i;he time of its existence, if shorter), under certain conditions 
capital gains are to be taxed to the corporation as well as to the shareholders, 
Capital gains in such cases will be taxed to the corporation (as well as the share 
holder) if they are greater than the corporation's ordinary income, but only to the 
extent they exceed $26, 000 (also, only if the corporation's taxable income exceeds 
$25, 000). This provision applies to taxable years of these corporations begin- 
ning after the date of enactment of this bill. 

The third section of the bill is designed to eliminate the hardship of an unex- 
pected termination of the "passthrough" election where a corporation in its 
initial period of operation derives more than 20 percent of its income from pas- 
sive investment sources. This may well occur as a result of it not commencing 
business operations as soon as anticipated. The bill suspends this 20-percent 
requirement in the first 2 years of a corporation's active conduct of business 
where the passive investment income for any year involved is less than $8, 0(1. 
This provision applies to taxable years of corporations ending after the date 
of enactment of this bill. It also applies on an elective basis with respect to 
taxable years beginning after December 81, 1962. 

The fourth section of the bill, added by your committee, repeals the provision 
of the code (sec. 1661) which presently permits proprietorships and certain part- 
nerships to elect to be taxed basically like corporations. This provision, which 
is substantially the reverse of the "passthrough" treatment described above, 
preceded the "passthrough" treatment in adoption, having been enacted in 1964. 
The repeal of this provision will become eifective January 1, 1969. In the mean- 
while, a partnership or proprietorship which ha. d previously made this election 
is permitted to l&ecorue an actual corporation in a tax-free reorganization. After 
the date of enactment of this bill, no partnership or proprietorship which is not 
already under the election will be permitted to elect the corporate tax treatment. 

The Treasury Department has indicated that it has no objection to the House- 
passed provisions and favors the adoption of the amendments made by your 
committee. 

II. GENERAL EXPLANATION 

A, DISTRIBUTIONS AFTER THE END OF THE YE~ (SEC. I OF THE BILL) 

While the tax treatment accorded the small business corporations and their 
shareholders is similar to the Federal income tax treatment accorded partner- 
ships and their partners, certain differences continue as a result of the corporate 
form of these organizations. For example, one of these small business corpora- 
tions may have previously been taxed as a regular corporation with the result 
that when these earnings and profits previously earned are treated as distributed, 
thev represent an ordinary dividend from a corporation. 

The present small business corporation provision treats distributions of monev 
made during the corporation's year as being made first out of the corporation's 
earnings and profits of that year. If the corporation's income for the year 
exceeds these actual distributions Inade during the year, then this remaimng 
iucome is treated as if it were distributed to the shareholders on the last day 
of the corporation's year and taxed to the shareholders as if received by them 
at that tiIne. On the other hand, if the small business corporation actuafiy 
distributes more money than its income for the year, this excess amount would 
generally be considered as the income of the prior year or pears. If the cor- 
poration had elected this "passthrough" option in the prior year, this excess 
amount would not be taxable to the shareholders but only if this amount h« 
already been taken into the shareholders' income in a year prior to that in which 
they received the distribution. 

While in most respects the rules described above as to the order of distribu 
tions have worked well, nevertheless, they have presented problems where dis- 
tributions have been made shortly after the end of a vear. As a practical mat- 
ter, corporate ofiicers frequently do not know the amount of the corporation's 
income until after its year has ended. Consequently, it is diificult to distribute 
the entire amount of the corporation's income within the year. (This problem 
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has been met elsewhere in the internal revenue laws by allowing amounts dis- 
tributed for a limited period after the end of a year to be treated as a distribu- 
tion made during a year. ) In addition, taxpayers who think of small business 
corporations as being taxed like partnerships fail to recognize the significance 
of the timing of a distribution by the corporation. In the case of a partnership, 
the income of the partnership is taxed to the partners, whether or not dis- 
tributed, and the timing of the distribution of the partnership earnings as such 
makes little or no dilference for tax purposes. 

The effect of postponing a distribution until after the end of the year in the 
case of a small business corporation in some eases has little tax consequences, 
while in other eases it can work substantial hardships on the shareholders. 

One type of situation where hardship may exist in the case of such a distribu- 
tion made shortly after the end of a year arises where the shareholder is on a 
taxable year ending 1 month or more after that of the corporation. This can 
be illustrated by a corporation with the taxable year ending on November 80 
and a shareholder with a taxable year ending on December 81. In such a case, 
if the corporation has made no distribution by November 80, each shareholder 
is taxed on his proportionate share of the taxable income of the corporation for 
that year. If the corporation then distributes this income to the shareholders 
during December, the shareholder will be faced with a double inclusion of the 
corporation's earnings in 1 year since such a shareholder first is taxed on his 
share of the undistributed earnings as of November 80; then, when the actual 
distribution is made in the following December, it is treated as a distribution out 
of the earnin s and profits of the corporation for that following year. Thus, this 
distribution, too, is taxable to the shareholder. 

It is, of course, true that in the shareholder's next year he will not be taxed 
on the corporate earnings for that year (assuming the profits for the year do not 
exceed the distribution). However, because of the progressive structure of the 
individual income tax rates, such a shareholder may sttffer a substantial detri- 
ment by having two inclusions made in 1 year with respect to what was intended 
to be the same corporate earnings even though he is not taxed on these corporate 
earnings in the following year. 

Another problem has arisen because a distribution is treated as being paid 
out of the prior year's undistributed taxable income only when this income al- 
ready has been ta~ed to the shareholders at the time of the actual distribution. 
The problem arises when the year of a shareholder, to which the undistributed 
taxable income is attributed for tax purposes, extends beyond that of the cor- 
poration and has not closed prior to the time of the actual distribution. (See 
regulations, secs. 1. 1875 — 4(d) and 1. 187~(g), example No. 2. ) In such cases 
if there is no undistributed taxable income in prior years, the distribution may 
be treated as being paid out of earnings and profits of the corporation for years 
before it elected the "passthrough" treatment and therefore be treated as an 
ordinary dividend to the shareholder. 

Problems have also arisen, whether or not the corporation and shareholders 
are on different years, where for one reason or another the "passthrough" election 
is terminated in the year in which the actual distribution is made. The prob- 
lems become particularly severe where the corporation does not intend to &lis- 
tribute its profits of this second year. In such a case, despite this intent, the 
actual distribution made (which the corporation intended to be out of the earn- 
ings of the prior year) nevertheless, is treated as a dividend in the actual year of 
distribution. As a result, the shareholder is taxed on these amounts at this 
time and also is taxed on the earnings of the prior year which were undistributed 
at the end of that year. A number of problems of this type have occurred since 
1988 in the operation of these provisions, working unintended hardships on 
shareholders. 

Section 1 of this bill deals with this problem for the future and also provides 
a mechanism for the relief of those taxpayers who were misled in their under- 
standing of the "passthrough" election in the past. 

The bill provides, in the case of an electing small business corporation, that 
distributions of money to shareholders within 2+z months after the close of a 
taxable year are to be treated as distributions of the corporation's umlistributed 
taxable income for the year just ended, to the extent that these distributions do 
not exceed this undistributed taxable income. This treatment is similar to that 
provided in the case of accumulated earnings tax and in the case of personal 
holding companies. This rule is expected to aftord corporations a reasonable 
time after the end of a year to determine how much their profit was and to dis- 
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tribute it to their shareholders. Yet, the period within which these distributions 
must be made is sufficiently short so that the shareholders can, in effect, elect to 
treat distributions (by waiting 2i/z months) as having been made out of the 
current year's income without unduly delaying the distribution in order to 
achieve that result. 

Present law (sec. 1875(e) ) already permits distributions of the proceeds of 
a sale of capital assets to be treated as having been made on the last day of the 
taxable year within which the sale occurred, if the distributions are made within 
2p& months after the end of that taxable year and were made pursuant to a 
resolution of the board of directors adopted. before the end of the year in question. 
This treatment is available only if each shareholder owns the same proportion 
of the corporation's stock on the distribution date as he did on the last days of 
the corporation's last taxable year. 

In view of the significant overlap between this existing subsection and the new 
subsection added by this bill, your comniittee agrees with the House that the 
retention of the existing subsection (sec. 1875(e) ) is unnecessary and therefore 
this bill repeals this subsection. However, because corporations already may have 
entered into transactions intending to use this subsection, the repeal is to aifect 
only distributions made after the close of taxable years beginning after the date 
of enactment of this bill. Thereafter, corporations should be able to qualify 
such transactions to a substantial degree under the new provision. 

As has been indicated, it appears that numerous persons have misunderstood 
the distribution rules under existing law, assuming that the profits of an electing 
small business corporation could be distributed after the end of the year vidthout 
tax eff'ect in the same way as the profits of a partnership. Because of this 
apparently widely held misunderstanding, the bill applies the new provision 
described above, on an elective basis, to distributions made under similar cir- 
cumstances before the enactment of this bill. Because any such application of 
this provision might acct adversely the tax liabilities of some shareholders, and 
(depending upon the circumstances of the individual ease) might affect the 
corporation's accumulated earnings and profits, the bill requires this election to 
be consented to by all persons who were shareholders at any time on or after the 
date of the first applicable distribution, unless the Treasury Department de- 
termines that the nonconsenting shareholder's potential, and actual, tax liabilities 
could not be affected by the election. 

Your committee also agrees with the House that it was appropriate in these 
cases to allow up to the ordinary time for filing individual income tax returns 
after the end of the year in these eases — namely, 8+, rather than 2'~, months 
after the end of the year for these past distributions — since some such distribu- 
tions apparently were not made until needed to make income tax payments for 
shareholders. 

Ffiections regarding these past distributions must be made within 1 year after 
final regulations are published in the Federal Register. 

Interest on deficiencies or overpayments resulting from elections regarding 
past distributions is not to be required or allowed for any period prior to 2 years 
after the publication of final regulations. 

The bill provides that an election re arding past distributions may normafiy 
be made only as to a year that is still open. However, a credit or refund mav 
be inade for a closed year where the qualifying distributions (or the first few 
qualifying distributions) substantially equaled the undistributed taxable in- 
come of the corporation for its prior year. In addition a closed year may be 
opened for refunds if the taxpayer can show to the satisfaction of the Secre- 
tary of the Treasury or his delegate that the distributions were intended to 
be made out of the undistributed taxable income. Pertinent information might, 
for example, include a showing that the shareholders treated the distributions on 
their personal incoine tax returns as having been made out of the electing 
small business corporation's prior year's undistributed taxable income, a show- 
ing that the distributions approximated the shareholders' taxes on the prior 
vear's income from the corporation, or a showing that on the corporation's tax 
return (as a part of the information required on the return by sec. 6087 of the 
code) it had treated such distributions as being made out of the prior year' s 
undistributed taxable income. 

Although it is expected that an election will not be made to apply the new 
provision to past distributions unless a refund will be available for the year 
&lesignated in the election, other changes caused by the election might result 
in deficiencies for some stockholders for some of the intervening years which 



also may have been "closed. " In order to avoid manipulation of open over- 
payment years against closed deficiencv years, the bill provides that the statute 
of limitations for deficiencies for any years involved is not to expire for 1 year 
after the last date for filing an election umler this provision. ' 

If the deficiency year woulrl othemvise have been closed, then the deficiency 
may not exceed the amount attributable to an election under this provision. 

If a claim for refund would not have beeii barred on the date of enactment 
of this bill but the statute of limitations would normally expire before 2 years 
after the final regulations on this point are published, then the years would 
remain opeu for the refuud until the end of the 2 years. In this situation the 
refund may not exceed the overpayinent attributable to an election under the 
proposed new provision. 

B. AVOIDAXCE OF CAPITAL GAIES TAX AT CORPORATE LEVEL (SEC. 2 OF THE BILL) 

It has come to your committee's attention that the "passthrough" election 
has on occasion been used by corporations as a device for the avoidance of 
capital gains tax: A corporation in such a case arranges to have a large amount 
of capital gains realized in 1 year, elects the "passthrough" treatment for that 
year, distributes these realized capital gains, and then deliberately causes 
its "passthrough" status to be terminated. This avoids a capital gains tax at the 
corporate level and substitutes capital gains tax for an ordinary (dividend) 
income tax at the shareholder level. Normally, this could be done where a 
corporation sold its assets and coinpletely liquidated within a 12-month period 
(under the provisions of sec. 337). However, by using the "passthrough" treat- 
ment the shareholders can obtain the same results without liquidating the 
business. 

Such use of the "passthrough" treatinent is contrary to the intent of Con- 
gress ivhen it enacted this provision. It was basically intended for an operat- 
ing business which for business reasons desired the corporate structure yet 
preferred tax treatment similar -to that accorded a partnership. It was in- 
tended for an organization desiring this tax treatment at least for a number 
of years and certainly not for a single year as a device to avoid capital gains 
tax to the corporation. 

This bill provides for the problem described above by adding a new provision 
(sec. 1378) to the tax laws imposing a tax upon the capital gains of a corporation 
which has elected the "passthrough" treatment under certain limited conditions. 
This tax is imposed only ivhen the electing corporation has an excess of net 
long-term capital gain over any net short-term capital loss which exceeds its 
other taxable income and also exceeds $25, 000. ' In addition, where the corpo- 
ration would have a loss f' or the vear but for the excess of capital gain referred 
to above, the tax will apply only if the taxable income (talting into account this 
capital gain) is over $25, 000. 

Since this provision is intended to apply' only in those situations where the 
"passthrough" treatment was elected to avoid taxes on capital gains, the tax 
is not lo be applied in the case of corporations which have been under a "pass- 
through" election for at least the 3 immediately prior years. Alternatively the 
tax will not apply in the case of new corporations which have been in existence 
for less than the 3 prior years but have made the "passthrough" election for the 
entire period of their existence. 

%'here the conditions set forth above exist, a tax is to be imposed upon the 
electing corporation, equal to 25 percent of the excess of the net long-term 
capital gain over net short-term capital loss, but only to the extent this exceeds 
$25, 000. However, the tax in no event is to exceed the tax which would have 
been imposed if the corporation had not elected the "passthrough. " ' 

'A deficiency assessment is not to be barred by the statute of limitations under these 
circumstances even if the statute has already run by the time the election is made and 
even if an assessment would normally be barred on account of a court decision as to the 
taxpayers' income tax liability for that year or because a binding closing agreement had 
been entered into for that rear between the taxpayer and the Internal Revenue gervice. 
Oi course, the usual limitations in sec. 6218(a) on the Government's right to assess a 
deficiency will continue to apply and the running of the extended period of limitation will 
be suspended where sec. 6503 applies. ' Taxable income for this purpose is computed in thc same manner as for corporations 
generally except that no denuction is allowed for a net operating loss carryover, for 
dividends received or for other deductions spccified in secs. 241 to 247 of the code, 
inclusive. t 4 For this purpose the tax is computed on taxable income as dedned in footno e Xo. 8. 

225-638' — GG — 85 
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The tax imposed on an electing corporation by this provision will reduce the 
undistributed taxable income of the corporation and will therefore reduce the 
amount of income taxable to the shareholders by a like amount. As. a result, 
the shareholders will not be required to pay a tax upon an amount which the 
corporation in fact paid out as its own tax. The income taxable to the share- 
holders, however, retains its character as capital gain. 

The new provision (in sec. 1878(b) ) which sets forth the tax rates, provides 
that credits generally are not to be allowed against the new capital gains tax 
imposed at the corporate level, This rule as to credits is designed to insure that 
the new provision will not extend to these "passthrough" corporations credits 
for which they would not be eligible in the absen&. e of the special capital gains 
tax. This is consistent with the rule under present law, that if a corporation 
which has elected "passthrough" treatment would othervvise be entitled to an 
investment credit carryback or carryover from a year when the corporation was 
not subject to this "passthrough" treatment, then neither the corporation nor 
the stockholders are permitted to receive this credit in a year when the corpora- 
tion is subject to such treatment. The amount of the carryback or carrvover 
available to be used in the next, year would not be changed under present law. 
However, since a carryback or carryforward generally is reduced by a portion 
of the corporation's tax liability, and since the new provision added here would 
impose such a liability upon a "passthrough" corporation for the erst time, it 
may be that the investment credit carryback or carryover would be reduced (in 
the abse~ce of a provision to the contrary) by a portion of the special capital 
gains tax even though neither the corporation nor the shareholders are permitted 
to use the credit. To avoid this result, your committee has added a technical 
amendment to provide that this tax is not to be treated as a tax for purposes of 
determining the amount by which the invest&Bent credit carryover or carryback 
Is re&laced. 

The requirement previously described, to the effect that a corporation will 
be subject to this special 25-percent capital gains tax unless it has elected the 
"passthrough" treatment for the 8 prior years, could be avoided (were no limita- 
tion to be imposed) by having an existing corporation participate in a reorgani- 
zation aml bavin a new corporation vvhich comes out of the reorganization 
elect the "passthrough" treatment immediately Upon its creation, or by trans- 
ferring property in a tax-free transaction to a corporation which previously has 
made t, his election. In order to prevent these results, the bill provides that the 
tax is to apply to gains and losses from the disposition of property by an electing 
corporation if (1) the property was acquired in the year in question or within the 
8 prior years; (2) the property was acquired from a co~ration which was 
not itself an electing corporation during any of this period up to the time of 
the acquisition; and (3) the property has a substituted basis in the hands of 
the electing corporation. Thus, the special 25-percent tax will applv in those 
cases where the property in question vvas acquired in a tax-free transaction 
(such as the various types of corporate reorganizations) and the corporation from 
which the property was acquired had not used the "passthrough" election during 
any of this period up to the time of the acquisition. Where that corporation had 
itself acquired the property in a tax-free transaction, then this test would applv 
to the corporation from which that corporation had acquired the property. 

This provision would apply to corporate taxable years beginning after the 
date of enactment of the bill. 

C. PASSIVE INVESTMENT TEST IN THE CASE OF NEW BUSINESS (SEC. 3 OF THE BILI) 

When the "passthrough" type of tax treatment was provided for corporations, 
Congress decided to limit the availability of this treatment to small businesses 
actively engaged in trades or businesses. Therefore, it denied this treatment to 
corporations with large amounts of passive income. Accordingly, present law 
(sec. 1872(e) (5) ) provides that a "passthrough" election is to determine auto- 
matically where more than 20 percent of a corporation's gross receipts are derived 
from royalties, rents, dividends, interest, annuities, and sales or exchanges of 
stock or securities. To prevent a corporation from electing in and out of the 
"passthrough" status, present law (sec. 1872(f) ) also provides that generally 
where a corporation terminates its "passthrough" election, it may not again 
elect this status until after the lapse of a 5-vear period. 

Attention has been called to a type of instan&. e, which may well occur with 
some frequency, where the provisions described above work unintended hard- 



ships. New corporations, electing the "passthrough" treatment and intending 
to commence the operation of businesses, frequently have to improve real prop- 
erty and acquire tangible personal property before they can actually begin 
operations. Because of construction delays, or delays in obtaining (. he i. angdble 
personal property, the corporations may not produce the anticil&a(ed operating 
receipts in their first or second year of operation. I)leanwhile, funds accumu- 
lated to pay the cost of construction (or the purchase price for the tangible 
personal assets) Born&ally reruain in interest-bearing accounts awaiting the 
subsequently required payments. The interest thus produced may well amount 
to more than 20 percent of a corporation's gross receipts particularly since its 
operating income may not yet have reallr begun to cotne in. Where this hap- 
pens a corporation's "passthrough" status may automatically terminate. This 
status then cannot generally be renewed for 5 years. ' 

To meet this type of problem, the bill provides that a corporation is not to 
lose its "passthrough" status merely because its passive investment i~come 
exceeds 20 percent of its gross receipts during the first 2 taxable years in which 
it carried on the active concluct of a trade or business if its passive investment 
income for the year in question is less than $8, 000. 

This provision is to apply to corporate taxable vears ending after the date of 
the bill's enactment. . It is also to apply to earlier years beginning after Decem- 
ber 81, 1962, at the election of the corporation if all persons who were share- 
holders at any time during those years consent to the application of this provision. 

D. REPEAL OF PROVISIONS PERMITTING UNINCORPORATED BUSINESSES To BE TAXED AS 
CORPORATIONS; TAX-FREE INCORPORATIONS OF SI CH BUSINESSES (SEC. 4 OF THE 
BILL) 

I. Repeal of p&oe(sio&t 

In 19D4 the Congress enacted a provision (sec. 1861) to permit proprietorships 
and partnerships to elect to be taxed basically like corporations, 

The latest available Internal Revenue Service statistics indicate that there 
are probablv fe~er than 1, 000 business entities which have elected this corpo- 
rate tax option. Your committee has concluded that a provision of this corn. 
plexity which has proved to be of such limited usefulness should. not be continued, 

&I&. ccordingly your committee's amendment repeals this provision. However, 
to permit businesses subject to this provision to plan their affairs in light of 
this repeal, your committee's amendment makes this repeal eRective January 1, 
1969. In the meanwhile, no new elections under this provision are to be per- 
mitted, but (as further explained below) entities presently subject to this pro- 
vision will be permitted to incorporate in a tax-free reorganization. They may 
also liquidate in this period &vithout incorporai. ion. 

Under present law (sec. 1861(f) ) vvhere there is a change of 20 percent or more 
in profits or capital interests of a business which has &Bade this election, a ne&v 
election must be Inade. Under your committee's atuendinent, such an election 
to continue the corporate tax treatment will be permitted until December 81, 
1968, despite the general prohibition referred to above with respect to new 
elections. 

2. Tax-free reo&paa&zaf(0'&is 

One of the major problems with this election for corporate tax treatment has 
been that where this election has been made aml then subsequently the owners 
want to actually incorporate the business, this cannot be done in many eases 
vrithout payment of substantial taxes. This occurs because it has been held 
that the incorporation of such a business must be treated first as a taxable 
liquidation of the business subject to the election and only then as the incorpo- 
ration of the business. Two Tax Court decisions have agreed with the regula- 
tions (Regulations, sec, 1. 1861 — 5(b)) in this respect. ' This has proved to be a. 

'Under present law (sec. IB72(f) ) a new election may be made in the o-year period if 
the Commissioner of Internal Revenue gives his consent. IIowever, in cases of this type 
the shareholders may not be a&rare of the fact that their election has been terminated until 
a revenue agent audits the corporation's return, some years later. Since a ne&v election 
can have almost no retroactive eirect (sec. 1372 (c) (1) and (d) ), the shareholders in such 
cases usually c:&uuot uudo much of the eRects of the termination. 

One decision u as alarmed per. curiam by the Court of Appeals for the Third Circuit and 
the other has been on appeal to the Court of Appeals for the Fifth Circuit for 17 months. 



trap for the unwary and may well account for a substantial proportion of the 
less than 1, 000 businesses under this option. They may not have been aware of 
this treatment initially and now cannot change their status without payment of 
heavy taxes. Action on situations of this type becomes especially important 
because repeal of this option would otherwise result in taxable liquidations, for 
Federal income tax purposes, of all of these businesses. 

In view of the considerations set forth above your committee's amendment 
repeals the portions of this option resulting in this "liquidation-incorporation" 
concept in the regulations effective with the enactment of this aet. Thus an in- 
corporation of the business is to be treated under the provisions of present law 
relating to corporate organizations, reorganizations, ete. (pts. III and IV of 
subch. C of ch. 1 of the code). This in such cases generally will result in the 
tax-free incorporation of one of these businesses. However, to the extent that 
money or other property is withdrawn from the business and does not go over to 
the corporation, tax will apply in the same way as in the case of "boot" in any 
other corporate reorganization which othersvise is tax-free. 

8. Revocation of elections 

In view of your committee's amendment repealing this provision effective 
January 1, 1969, your committee sees no reason why an unincorporated business 
vvhieh has made an. election to be taxed like a corporation should be required to 
renIain in that status until that date, whether or not the owners of the business 
desire to form an actual corporation to continue the business. Accordingly, 
your committee has included an amendment to permit an election to be revoked 
on or before December 81, 1968. If an election is not revoked on or before this 
date, it vill terminate on January 1, 1969. The revocation or termination of an 
election (without any transfer to an actual corporation) under your committee's 
amendment will be treated, for Federal income tax purposes, as a complete liqui- 
dation of a corporation. 

III. TECHNICAL EXPLANATION 
SECTION 1. DISTRIBUTIONS OF SUBCHAPTER S CORPORATIONS AFTER CLOSE OF 

TAXABLE YEAR 

(a) Distributions toitbin 2~/q-ntontk period, after close of taaable year. — Under 
existing law, distributions of money by an electing small business corporation to 
its shareholders (other than distributions Ivith respect to which an election 
is DIade under sec. 1875(e) of the code) are dividends out of earnings and profits 
of the taxable year in Ivhich the distributions are made to the extent of such 
earnings and profits. Further, under section 1375(d), such distributions in 
excess of earnings and profits of the year of distribution may be nondividend 
distributions of previously taxed income to a shareholder of such corporation 
only to the exi. ent of amounts which have been included in his gross income 
under section 1878(b) for his taxable years ending before such distributions. 
Also, under existing law if an election under section 1872(a) is terminated under 
section 1872(e), the corporation may not, during the first taxable year to which 
the termination applies or during any subsequent ta~able year, make non- 
dividend distributions of previously taxed income of taxable years prior to the 
termination. 

Distribltions of nndistribatcd taaable income 
Subsection (a) (1) of the first section of the bill amends subchapter S of 

chapter 1 of the code by adding a subsection (f) to section 1875. Paragraph (1) 
of new section 1875(f) provides that any distribution of money made bv a 
corporation which was an electing small business corporatio~ for the taxable 
year immediatelv preceding the year of distribution (including a corporation 
with respect to which an election was terntinated under sec. 1872(e) for the 
year in which the distribution is made) shall be treated as a distribution of the 
corporation's undistributed taxable income for such immediately preceding 
year— 

(1) if it is made afi. er the close of such immediately preceding year and 
on or before the loth day of the 8d month following the close of such year; 

(2) if it is made to a person who was a shareholder of such corporation 
at the close of such year; but 



(8) only to the extent that such distribution (when added to the sum of 
all prior distributions of money made to such person by such corporation 
following the close of such year) does not exceed such person's share of the 
corporation's undistributed ta~able income for such year. 

Any distribution so treated shall, for purposes of chapter 1 of the code, be con- 
sidered a distribution which is not a dividend, and the earnings and profits of the 
corporation are not to be reduced by reason of such distribution. 

Share of undistributed taxable inconze 

Paragraph (2) of nezv section 1875(f) provides that. for purposes of paragraph 
(1), a person's share of a corporation's undistributed taxable income for a tax- 
able year is the anzount required to be included in his gross income under section 
1878(b) as a shareholder of such corporation for his taxable year in which or 
with which the taxable year of the corpora. tion ends. 

Thus, the treatment of distributions provided in nev; section 1875(f) is 
applicable only to distributions of money made to persons who were shareholders 
of the corporation on the last day of the corporation's taxable year immediately 
preceding the corporation's taxable year in which the distributions are made. 
Such treatment is applicable to the amount each such shareholder receives only 
to the extent of the amount required to be included in his gross income under 
section 1878(b) as a shareholder of the corporation on the last day of such 
immediately preceding year. 
Election under section, 1875 (e) 

Paragraph (8) of new section 1875(f) provides that paragraph (1) shall not 
app!v to any distribution with respect to which an election under section 1875(e) 
applies. Thus, if a. corporation makes an election under section 1875(e) with 
respect to a distribution of money, the treatment provided by new section 1875(f) 
does not apply to such distribution. 

Repeal of section 1875 (e). — Subsection (a) (2) of the first section of the bill 
repeals section 1875(e) of the code effective with respect to distributions made 
after the close of any taxable year beginning after the date of enactment of the 
bill. Thus, an election under section 1875(e) may be made only with respect to 
proceeds of sales which are made by an electing small business corporation before 
the close of its first taxable year ending after the date of enactment of the bill. 

(b) Technical amezzdzzzent. — Subsection (b) of the first section of the hill 
amends section 1875(d) (2) (B) (ii) of the code to provide that a shareholder's 
net share of undistributed taxable income for purposes of section 1875(d) 
(relating to distributions of undistributed taxable income previously taxed to 
shareholders) is reduced by distributions treated under new section 187o(f) as 
nondividend distributions. 

The provisions of new section 1875(f) of the code are illustrated by the 
following examples: 

Eaample (1). — W corporation, an electing small business corporation which 
uses the fiscal year ending bIarch 81 as its taxable year, has two shareholders, 
A and B, calendar year taxpayers each owning 50 percent of its outstanding stock. 
For its year ending March 81, 1967, L has made no distributions to its share- 
holders and has undistributed ta~able iucome (as defined in sec. 1878(c) ) of 
$50, 000. On Mar 1, 1967, 4 distributes $25, 000 in money to A and $25, 000 in 
money to B. X makes no further distributions to A and B during the calendar 
year 1967, even though it has earnings and profits of $60, 000 for its taxable year 
ending on March 81, 1968. 

Under existing law, A and B would each include 850, 000 in gross income for 
the calendar year 1967; $25, 000 of this would be includible under section 1878(b) 
and the other $25, 000 v-ould be includible by reason of the bIay 1, 1967, distribu- 
tion. Pursuant to new section 1875(f), however, the 5Iay 1, 1967, distribution is 
treated as a distribution of X's undistributed taxable income for its year ending 
March 81, 1967, and will not increase A's and B's gross incomes. 

Example (2). — Y corporation, an electin small business corporation v-hich 
uses the calendar year as its taxable year. has two shareholders, C and D, calen- 
dar vear taxpayers each owning 50 percent of its outstanding stock. For its 
taxable year 1966, Y has $20, 000 of undistributed taxable income (as defined in 
sec. 1878(c) ). A. t the beginning of 1967, C and D each have 925. 000 as their 
respective net shares of preriouslv taxed income, including the 810. 000 which was 
required to be inc!uded in the gross income of C and D for 1966 as their respective 
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shares of Y's undistributed taxable income for 1966. On I&'ebruary 1, 1967, Y 
distributes $15, 000 in money to C and $15, 000 in money to D. Y makes no other 
distributions during 1967 and has $40, 000 of taxable income for such year. Of 
the $15, 000 distributions made to C and D on February 1, 1967, $10, 000 of each 
such distribution is treated as a distribution of Y's undistributed taxable income 
for 1966, pursuant to new section 137:&(f), and is not a dividend to each share. 
holder. Pursuant to section 1875(d) (2) (B) (ii) of the code, as amended by 
subsection (b) of the first section of the bill, howei er, C's and D's net shares of 
previously taxed income are reduced by the amounts so treated to $15, 000 each. 
The balance of each 815, 000 distribution, $5, 000, is a dividend to C and D out of. 
Y's earnings and profits for 196&7. At, the end of 1967, Y has $80, 000 of un&iis- 
tributed taxable income, allocated. one-half to C and one-half to D as their 
respective shares to be included in their gross incomes for 1967. 

Example (6). — Z corporation, which uses the calendar year as its taxable year, 
has two shareholders, E and F, calendar year taxpayers each owning 50 percent of 
its outstanding stock. Z has $10, 000 of undistributed taxable income for 1966, a 
year for which it i&as an electing small business corporation. On February ]5, 
1967, F sells all of his stock in Z to G, &rho &loes not consent to the election of Z 
to be an electing small business corporation. Thus, the election is terminated 
effective for 1967 and all succeeding taxable years of Z. On March 1, 1967, Z dis- 
tributes $5, 000 in nioney i, o E and I&5, 000 in money to G. Under new section 
1875(f), the distribution to E is treated as a distribution of Z's undistributed 
taxable income for 1966 because E was a shartholder of Z on the last day of 1966 
and his share of such undistributed taxable income vas $5, 000. However, the 
distribution to G, irho iras not a shareholder of Z on the la. st day of 1966, is a 
distribution under section 801 of the code, aud thus a dividend to the extent 
provided iu section 816 of the code. 

(c) Effect(&&c date. — Subsection (c) ot the first section of the bill provides that 
the amendments niade by subsections (a) (1) and (b) shall apply only with 
respect to distributions made after the date of. enactinent of the bill, except as 
provided in subsection (d) of the first section of the bill which is discussed below. 

(d) Distributions made before date of enact»&c»t. — Subsection (d) oi the first 
section of the bill provides rules for the application of new section 1875(f) (and 
the amendment of sec. 1875(d) (2) (B) (ii) ) of the code to distributions of money 
made on or before the enactment of the bill. Hoivever, new section 1875(f) 
is not to apply to any such distribution with respect to which an election under 
section 1875(e) of the code applies. 
Election, and consents 

Subsec&tion (d) (1) of the first section of the bill provides that new section 
1875(f) will apply to distributions of money made during any taxable year 
designated by a corporation, if it elects to have new section 1875(f) apply to all 
such distributions during such, ear and to all such distributions during subse- 
quent years. Thus, v hen a corporation mal-es an election to have new section 
1875(f) apply to distributions of money made on or before the date of enact- 
ment of the bill, it must designate a taxable vear. New section 1375(f) will then 
apply to all such distributions made durin, the prescribed periods following 
the close of the taxable year immediately preceding the year designated, and each 
su'bsequent taxable year. For example, if a corporation designates the taxable 
vear 1959, and it makes an effective election, new section 1875(f) will apply to 
all distributions of money made by the corporation duriu" the prescribed periods 
following the taxable year 1958 and all subsequent years of the corporation. 

In order for such an election by a corporation to be effective, except as other- 
wise provided by subsection (d) of the first section of the bill, all persons (oi' 
their personal representatives) who were shareholders of the corporation at any 
time on or after the date of the first. distribution with respect to which the election 
applies, and before the date on which the corporation files the election v-ith the 
Secretary of the Treasury or his delegate, must consent to such election and to 
the application of the provisions of subsection (d) of the first section of the bill 
The persons who must consent, under these provisions include persons who are 
not shareholders of the corporation at tlie, time of the election but who were share- 
holders at any time during the period described above. For example, if the 
taxable year 1959 is the year designated br a calendar year corporation in its 
election filed on February 15, 1967. and the corporation made its firs&t distribution 
in 1959 on Jan»:&rr 15, 1959, all persons who were shareholders of the corporation 
at anV time on or aftm January15, 1959, and before Februa. ry15, 1967, including 



those who were no longer shareholders on February 15, 1967, must consent in 
order to have an eftective election. 

Subsection (d) (2) of the first section of the bill provides that an election by a 
corporation under such subsection, and the consent thereto by persons who are or 
were shareholders of such corporation, shall be made in such uranner and witkin 
such time as the Secretary of the Treasury or his delegate prescribes by regula- 
tions. However, the period for making such election is not to expire before 1 
year after the date on which the regulations prescribed under subsectio~ (d) are 
published in the Federal Register. 
Consents not required 

Subsection (d) (8) provides that the cousent of a l&era&&n to an election by a 
corporation under subsection (d) (1) and (2) of sectio» 1 of the bill shall not be 
required if, under regulations prescribed under subsection (d), it is shown to the 
satisfaction of the Secretary of the Treasury or his delegate that the liability for 
Federal income tax of such person cannot be affected by the election of the cor- 
poration of which he is or was a shareholder. It is possible that a person' s 
liability for Federal income tax may be affected even though he was not a share- 
holder on the date of the distribution with respect to which new sectio~ 187o (f) 
applies. For example, a reduction in the corporation's earnings and profits made 
under existing lam may be restored uuder the last sentence of section 1875 (f) (1). 
This restoration could affect the amount of subsequeut distributions to a 
shareholder which are considered dividends out of earnings and profits. In 
any such case, the consent of such shareholder mould therefore be required. 
Three and one-haLf tnonth period 

Subsection (d) (4) provides that if a corporation elects to have new section 
1875(f) apply with respect to distributions made on or before the date of enact- 
ment of the bill, such distributions made ou or before the 15th day of the 4th month 
following the close of a taxable year are treated as distributions of the corpora- 
tion's undistributed taxable income for such year to the extent otbersvise pro- 
vided in new section 1875 ( f ) . 
Deficiency asse&s»&e»t 

Subsection (d) (5) provides that the statutory period for the assessment of any 
deficiency for anv taxable year, to the extent it is attributable to au election under 
subsection (d), against the corporation filing the election or anv person consent- 
ing thereto, shall not expire before the last dav of the 2-year period beginniug on 
the date on which the regulations prescribed under subsection (d. ) are published 
in the Federal Re ister. Thuri even though such assessmeut may otherwise be 
prevented by any lam or rule of lavr, it may nevertheless be assessed a ainst an 
electing corporation and the persons consenting thereto until the last day of s»ch 
2-year period, 

Credit or refund of oaerpay»&c»t 
Subsection (d) (6) extends the period within which credit or refund mas be 

allowed or made of certain amounts with respect to which credit or refuud is n~&t 

prevented on the date of the enactment of tbe bill. If- 
( &&. ) credit or refund of the amount of auv overpayment for any taxable 

rear attributable to an election under subsection (d) is not prevented, on 
the date of enactment, by the operation of any 1am or rule of lam, and 

(B) credit or refurd of the amount of such overl&ayu&ent is prevented, bv 
tbe operation of any 1am or rule of lam (other than ch. 74 of the Internal 
Revenue (". ode of 1954, relating to closing agreements aud compromises), at 
any time on or before the expiration of the 2-year period beginning on the 
date on which the regulatious prescribed under, ubsection (d) are publi. bed 
in the Federal Register, 

credit or refund of such overpayment may, nevertheless, be made, to the extent 
such overpayment is attributable to such election, if claim therefor is filed before 
the expiration of such 2-vear period. Thus, subsection (d) (6) applies onlv to 
the extent of the amount mith respect to which credit or refuud is uot prevented 
ou the date of enactment of the bill, even though such amount mav be le=a than 
the amount of anv overpayment attributable to the e!ection. 

Subsection ( d) (7) provides for the allov-ance of credit or refu&nd of the an&ouut 

of anv overpavment attributable to an electi&»& under ubsection (d) for any 
taxab!e vear iu which certaiu di. tril&ution. - were receive(1. even though credit or 
refund of such &&«rI&ay&neut is otherwise preve»ted on the date of enactment of 



the bill by the operation of any law or rule of law (other than ch. 74 of the code, 
relating to closing agreements and compromises). In such ease, credit or refund 
mav be allowed or made if claim therefor is filed before the expiration of the 
2-year period beginning on the date on which the regulations prescribed under 
subsection (d) are published in the Feder;il Register. 

Th&s&& provisions apply to distributions of money which were, or were part of 
one or more consecutive distributions made by a corporation after the close of a 
taxable year for which it &vas an electing small business corpmation and on or 
before the loth &lay of the 4th month following the close of such taxable year, if 
the total amount of such distributions ivas substantially the same in amount as 
the undistributed taxable incoine (as defined in se«. 1878(c) of the code) of such 
corporation for su&. h year. In deterniining the consecutive distributions, the first 
distribution of money made after the close of such vear must be included. 

These provisions a!s&& apply to distributions ot' moiiey iuade by a corporation 
after the close of a taxable vear for whicli it w'as an electin small business 
«orporation and on or before the 15th day of the 4th month following the close of 
such year, if it is established to the satisfaction of the Secretary of the Treasury 
or his delegate that such distributions were intended to be distributions of the 
uiidistributed taxable income of such corporation for such year. 
iVointerest on deficiencies or overt&ayments 

Subsection (d) (8) of the first se«tion of the bill provides that no interest shall 
be assessed or collected on any deficiency, or allowed or paid ou any overpayment, 
attributable to an election under subsection (d), for any period before the expira- 
tion of the 2-year period be inning on the date on ivhich the regulations pre- 
scribed under subsection (d) are published in the Federal Register. These 
provisions do not prevent the assessment, collection, paynient, or allowance of 
interest whi&. h would otherwise be lawful in respect of adjustments which are 
not attributable io an election under subsection (d), even though such adjust- 
nients are for the same taxable year with respect to which there is a deficiency 
or overpayment attributable to an election under subsection (d). For exainPl, 
if for a taxable year for ivhich the statutorv period for the assessment of a 
deficiency has not expired, a taxparer has a deficiency which is attributable, in 
part, to an election under subsection (d), and if he also has an additional amount 
of deficiencv for such year attributable to an unrelated item, interest may be 
assessed and collected on the portion of the deficiency attributable to such 
uiirelated item for the perio&i prior to the expiration of such 2-year period. 

SECTION 2. TAX IEIPOSED ON CERTAIN CAPITAL GAINS OF SURCIIAPTER S CORPORATIONS 

(a) General rate. — Under exisi;ing law, corporations which make an election 
under section 1872(a) of the code are not subject to the taxes imposed by 
chapter 1 of the code with respect to the taxable years of the corporation for 
which such election is in effect. Subsection (a) of section 2 of the bill amends 
subchapter S of chapter 1 of the code by adding a section 1878, which imposes a 
tax on su&. h corporations under certain circuinstances. 
Income reqzzircmcnts 

4 tax is iniposed on an electing small business corporation for a taxable year 
for which subsection (a) of new section 1878 applies if— 

(1) the excess of the net long-term capital gain over the net short-term 
capital loss of such corporation exceeds 8'&~, 000, and exceeds 50 percent of 
its taxable income (computed as provided in sec. 1878(d) of the code) 
for such year, and 

(2) such taxable income for such year exceeds ~82o, 000. 
J & & & o zzn t of tais 

Subsection (b) of new section 1878 provides that the amount of. the tax im- 
posed by subsection (a) shall be the loivcr of (1) an amount equal to 2&fi percent 
of the ainount by which the excess of i. he net long-term capital gain over the net 
short-term capital loss of the corporation for i. he taxable year exceed. s $25, 000, or 
(2) an amount equal to the tax ivhich vvould be impos«d by section 11 of the 
code on the taxable income (computed as provided in sec. 1878(d) of the code) 
of the corporatioii for the taxable year if the corporation ivas not an electing 
sm'all business corporation. 
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Ko credit shall be allowable under part IV of subchapter A. of chapter 1 of the 
code (other than under sec. 89, relating to certain uses of gasoline and lubricating 
oil) against the tax imposed by new section 1878 (a) . 

The provisions of subsections (a) and (b) of new section 1878 of the code 
are illustrated by the following examples: 

Era»&pie (I). — X corporation is an electing small business corporation with 
respect to which section 1878(a) applies for its tazable vear 1967. X has an 
excess of net long-term capital gain over net short-term capital loss in the 
amount of $80, 000 for 1967. However, due to an excess of deductions over other 
income, X's taxable income (computed as provided in sec. 1878(d) of the code) is 
only $15, 000. Thus, although such ezcess of the net long-term capital gain 
over the net short-term capital loss ($80, 000) exceeds $25, 000, and exceeds 50 
percent of X's taxable income (87, 500), a taz is not imposed by new section 1878 
(a) because X's taxable income does not exceed $25, 000. 

Eaample (2). — Assume that X in example (1) has taxable iucome of $40, 000. 
(This amount includes the excess of net long-term capital gain over net short-term 
capital loss because such gains and losses are included in the computation of 
taxable income under sec. 1878(d) of the code. ) In such case there is a tax 
imposed by new section 1878(a) of the code. The ezcess of the net long-term 
capital gain over the net short-term capital loss ($80, 000) exceeds 825. 000, and 
ezceeds 50 percent of the taxable income ($20, 000); and taxable income exceeds 
$25, 000. The amount of the taz, computed under new section 1878(b) (1) of the 
code, is 25 percent of &:»000 or $1, 250. This is lower than the amount computed 
under new section 1878(b) (2) of the code which is 22 percent of $40, 000 plus 
26 percent of 815, 000, or 812, 700. 

Eaample (8) . — Assume that X in ezample (1) has an excess of net long-term 
capital gain over net short-term capital loss of 8125, 000 and taxable income 
of $60, 000. In such case there is a tax imposed by new section 1878(a) of the 
code. The amount of the taz, computed under new section 1878(b) (2) of the 
code, is 22 percent of $60, 000 plus 26 percent of $85, 000, or $22, 800. This is 
lower than the amount computed under new section 1878 (b) (1) of the code which 
is 25 percent of $100, 000 or $25, 000. 
Eaceptlons 

Subsection (c) of new section 1878 of the code provides that new section 1878 
(a), and thus the tax imposed by such section, shall not apply to certain electing 
small business corporations 

Par~aph (1) of new section 1878(c) provides that new section 1878(a) shall 
not apply to an electing small business corporation for any taxable year if it 
was an electing small business corporation for the 8 immediately preceding tax- 
able years. Thus, if an election under section 1872(a) was in eCect with respect 
to a corporation for its taxable years 1964, 1965, 1966, and 1967, new section 1878 
(a) does not applv to such corporation for its taxable year 1967 (except to the 
extent new sec. 1878(c) (8) may apply). 

Paragraph (2) of new section 1878(c) provides that new section 1878(a) 
shall not apply to an electing small business corporation for a taxable year if, at 
the end of such year (A) it has been in existence for less than 4 taxable years, and 
(B) it has been an electing small business corporation for each of its taxable 
years. Thus, new section 1878(a) does not apply to such corporation (except 
to the extent new sec. 187S(c) (8) may applv) even though it does not meet the 
tests of new section 1878(c) (1). 

Paragraph (8) of new section 1878(c) provides that if the provisions of 
paragraph (1) or (2) would preclude the application of new section 1878(a) 
for a taxable year, new section 187S(a) will nevertheless apply for such year 
under certain circumstances. Under the provisions of paragraph (8), new section 
1878 (c) mill apply for a taxable year if— 

(A) there is any long-term capital gain of the electing small business 
corporation for such year which is attributable to property acquired bv it 
dui4ng the period beginning 86 months before the first day of such year 
and ending on the last dav of such year; 

(B) such property has a basis in the hands of such corporation deter- 
mined in whole or in part by reference to the basis of any propertr in the 
hands of another corporation; and 

(C) such other corporation was not an electin small busine&ss corporation 
throughout that part of the period beginning 86 months before the first day 
of the tazable vear and ending on the day of the transfer during which such 
other corporation was in existence. 
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"Transfer, " as used in the preceding sentence, means a transfer by such other 
corporation of the property the basis of which is referred to for purposes of 
determining the basis of the propertv to which such long-term capital gain is 
attributable. The basis of property in the hands of an electing small business 
corporation may, for purposes of these provisions, be determined by reference to 
the basis of property in the hands of another corporation vvhether or not such 
other corporation transferred such property directly to the electing small business 
corporation. For example, if corporation X merges into corporation Y, an elect- 
ing sma. ll business corporation, pursuant to a transaction in which the basis o f an 
asset in the hands of Y after the merger is determined by reference to the 
basis of such asset in the hands of X before the merger, then the basis of such 
asset, or any other asset for which it may be exchanged in a transaction in 
which gain or loss is not recognized, would be determined, for purposes of para 
graph (8) of the new section 1878! c), by reference to the basis of property in the 
hands of X. 

If new section 1378(a) would uot be applicable to an electing small business 
corporation for a taxable year but for the provisions of paragraph (3) of new 
section 1878(c), then the amount of the tax imposed by new section 1378(a), 
shall be the lower of— 

(1) The amount determined under new section 1378(b), or 
(2) 25 percent of the excess of the net long-term capital gain over the 

net, short-term capital loss attributable to property acquired as provided in 
subparagraph (8) and having a basis described in subparagraph (C) of 
new section 1378(c) (3). 

The provisions of subsection (c) of new section 1378 of the code are illustrated 
by the following example: 

Ezatnpts. — Corporation X, which uses the calendar year for its taxable year, 
has been an electing small business corporation continuouslv since its taxable 
year 1958. For 1967, X has an excess of $100, 0(N of net long-term capital gain 
over its net short-term capital loss, and its taxable income is $150, 000. During 
1967 X recognized $10, 000 of long-term capital gain from the sale of property 
which it acquired from corporation Y on 51arch 31, 1964, pursuant to a statutory 
merger of corporation I' into X on that date. Such property had a basis in the 
hands of X determined by reference to its basis in the hands of Y. Thus, al- 
though X meets the requirements of paragraph (1) of new section 1378(c), the 
tax imposed by new section 1878(a) will apply to X for 1967 unless Y was an 
electing small business corporation throu hout the period January I, 1964, 
through 5larch 31, 1964, during which Y was in existence. If Y was not au 
electing small business corporation throughout such period, and if X had no 
capital losses for 1967 attributable to property acquired as provided in sub- 
paragraph (B) and having a basis described in subparagraph (C) of new 
section 1378(c) (8), the amount of tax imposed on t' he income of X' for 1967 'by 

new section 1378(a) is equal to 25 percent of $10, 000, or $2, 500, because such 
amount is lower than the amount determined under new section 1378(b). 

(b) Patated amendments. — Paragraph (1) of section 2(b) of the bill amends 
the table of sections for subchapter S of chapter 1 of the code. 

Paragraph (2) of section 2(b) of the bill amends section 1872(b) (1) of the 
code to provide an exception, for purposes of new section 1378(a), to the rule 
that electing small business corporations shall not be subject to the taxes im- 
posed by chapter 1 of the code. 

Paragraph (8) of section 2(b) of the bill amends section 1373(c) of the code 
to provide for the subtraction of the amount of the tax imposed bv section 
1378(a) from taxable income in determining the corporation's undistributed 
taxable income for a taxable year. 

Paragraph (4) of section 2(b) of the bill amends section 1375(a) of the 
code by adding a new paragraph (8) which provides for the reduction, for 
purposes of such section, of the amount of the excess of an electing small business 
corporation's net long-term capital gain over its net short-term capital loss for 
a taxable year by the amount of the tax imposed by section 1378(a) for such 
year. 

Paragraph (5) of section 2(b) of the bill amends section 46(a) (3) of the code 
to provide that the tax imposed by section 1378(a) for a taxable year shall not 
be considered in determining liability for tax for purposes of the credit for 
investment in certain depreciable property. 

(c) Ejective date. — Subsection (c) of section 2 of the bill provides that the 
amendments made by section 2 of the bill shall apply with respect to taxable 
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years of electing small business corporations beginning after the date of enact- 
ment of the bill. 

SECTION 3. EXCEPTIONS TO TERhIINATION OF SUBCHAPTER S ELECTION FOR CERTAIN 
PASSIVE INVESTMENT INCOME 

(a) General rnte. — Under section 1872(e) (5) of existing law, an election 
under section 1872(a) of the code is terminated if, for any taxable year 
of the corporation for Ivhich the election is in effect, such corporation has gross 
receipts niore than 20 percent of hvhich is derived from royalties, rents, dividcuds, 
interest, annuities, and sales or exchanges of stock or securities (gross receipts 
from such sales or ezchanges being taken into account for purposes of par. (5) 
only to the eztent of aius therefron&). 

Subsection (a) of section 8 of the bill aniends section 1872(e) (5) of the 
code by changing the heading of paragraph (5) to "passive investment income" 
and by dividing the paragraph into new subparagraphs (A), (B), and (C). 

New subparagraphs (A) and (C) of section 1872(e) (5) contain the same 
general rule as existing law. However, new subpara raph (B) contains an 
exception to the application of such general rule. Subparagraph (C) defines 
the term "passive investment iucome" to mean the same gross receipts as are 
taken into account under ezistiug law. 

New subparagraph (B) of section 1872(e) (5) provides that new subpara- 
graph (A. ) shall not apply to a t:&xable year, and thus an electiou under section 
1872(a) of the code shall not terminate for such year by reason of section 1872(e) 
(5) (A) if (i) such year is the first taxable year in which the corporation com- 
menced the active conduct of any trade or business or the next succeeding tax- 
able year, and (ii) the amount of passive investment income for such year is 
less than $8, 000. The taxable vear in which a corporation commences the 
active conduct of a new trade or business is not necessarily the first year in 
which a corporation conunences the active conduct of any trade or business. 
Thus, if a corporation v as engaged in the active conduct of one trade or business 
in any prior tazable year, the taxable year in Ivhich such corporation com- 
mences the active conduct of a second or new trade or busiuess is not the first 
taxable year in v hich such corporation commences the active conduct of any 
trade or business. Further, the first taxable year in which a corporation com- 
mences the active conduct of any trade or business is not necessarily the same 
vear in v, hich a corporation comes into existence. 

(b) Egcctive dates. — Subsection (II) of section 3 of the bill provides that the 
amendment made by subsection (a) shall apply to taxable years of electing small 
business corporations ending after the date of enactment of the bill. Further, 
such amendmeut shall also apply v-ith respect to taxable years beginning after 
December 31, 1962, and ending on or before such date of enactment, if (1) the 
corporation elects to have such amendment so apply, and (2) all persons (or 
their personal representatives) who were shareholders of such corporation at 
any time during any taxable year beginning after December 81, 1902, and ending 
ou or before the date of enactment of the bill consent to such election and to 
the application of the aniendment made by subsection (a) of sectiou 8 of the 
bill. Such persons who must consent include persons who are not shareholders 
on the date of enactment of the bill if they were shareholders during the pre- 
scribed period. The effect of an election under these provisions is that a cor- 
poration nay be an electing small business corporation whose election would, 
but for these provisions, hare terminated under section 1872(e) (5) of the code. 
If such a corporation has shareholders or former shareholders whose consent 
is necessary to prevent a terruination under section 1872(e) (1), such share- 
holders may consent to such election under section 1372(a) of the code at such 
time as the Secretary of the Treasury or his delegate shall prescribe by regula- 
tions. Further, the election by the corporation under subsection (b) of section 
3 of the bill and the consents thereto shall be made at such time and in such 
manner as the Secretary of the Treasury or his delegate prescribes by regulations. 

SECTION 4. REPEAL OF SUBCHAPTER R 

This is a new section added to the bill by your committee. Under existing law 
(sec. 1861 of the code) uuincorporatcd business enterprises may elect to be taxed 
as domestic cori&orations. Once an election has 1&een usade, it niay not be re- 

voked and the unincorporated business enterprise is thereafter sub)oct to tax as 
a domestic corporation and the owners are treated as its slmreholders. unless the 
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election is terminated under section 1301(f) of the code by reason of a change 
of ownership. However, under existing law, parts III and IV of subchapter C of 
chapter 1 of the code are generally not applicable to unincorporated business 
enterprises which have made an election. 

(a) States pending repeal Eeu. elections. — Paragraph (1) of section 4(a) 
of the bill amends section 1M1(a) of the code to provide that no new elections 
under section 1861(a) may be made after the date of enactment of the bill. 
However, elections may be made after such date of enactment by unincorporated 
business enterprises which have a valid election in effect on the date of enactment 
but which, because of the subsequent application of the provisions of section 
1861(f) (relating to change of ownership), would no longer be considered a 
domestic corporation but for another election under section 1861(a). 
Transfer to an actual corporation 

Paragraph (2) of section 4(a) of the bill amends section 1801(c) of the code 
by deleting a reference to section 1801(m); and paragraph (4) of section 4(a) 
of the bill deletes the provisions of section 1801(in). Section 4(c) of the bill 
provides that these amendments shall apply with respect to transactions occurring 
after the date of the enactment of the bill. 

The effect of these amendments is to make all of the provisions of parts III 
and IV of subchapter C of chapter 1 of the code (relating to corporate organiza- 
tions, and reorganizations, and insolvency reorganizations) applicable to a "sec- 
tion 1861 corporation" and its owners, in the same manner as these provisions 
are applicable to any true corporation and its shareholders. Thus, for example, 
if after the date of enactment and before January 1, 1969, the partners of an 
enterprise, which has a valid election in effect under section 1M1(a) transfer all 
of the assets of such enterprise to an actual corporation and receive stock in 
proportion to their interests there mill be no tax on the transfer of property and 
on the issuance of stock, under sections M8(a) (1) and 854 of the code. On the 
other hand, if the partners retain money or property of the enterprise, this may 
be treated as "boot" for purposes of section 800 of the code. 
Eeeocation and, termination of elections 

Paragraph (8) of section 4(a) of the bill amends section 1801(e) of the code 
(relating to irrevocability of elections under section 1M1(a) ) to provide a 
reference to new section 1861(n) of the code; paragraph (0) of sectio~ 4(a) 
of the bill adds section 1861(n). 

Paragraph (1) of nem section 1861(n) provides that an election under sec- 
tion 1801(a) with respect to an unincorporated business enterprise may be re- 
voked after the date of the enactment of the bill by the proprietor of such enter- 
prise or by all of the partners oivning an interest in such enterprise on the date 
on which the revocation is made. The revocation shall be made in such man- 
ner as the Secretary of the Treasury or his delegate may prescribe by regulations. 
The revocation will be effective on the date on which it is made unless the revoca- 
tion specifies a later effective date and such enterprise shall not be considered a 
domestic corporation for any period on or after the effective date of the revoca- 
tion. The section 1801 corporation and its owners shall be treated as if the 
corporation had distributed its assets in a complete liquidation on the effective 
date of the revocation, unless such treatment is inappropriate because of the ap- 
plicability of provisions of the code relating to corporate organizations and re- 
organizations. Such applicability can result, for example, from a subsequent 
transfer of assets to an actual corporation. 

Paragraph (2) of new section 1801(n) provides that if a revocation under 
paragraph (1) of an election under section 1801(a) with respect to any un- 
incorporated business enterprise is not effective on or before December 81, 1908, 
such election shall terminate on January 1, 1909, and such enterprise shall not 
be considered a domestic corporation for any period on or after, ianuary 1, 1969 
Of course, if an election with respect to an enterprise terminates on or before 
December 31, 1908, as a result of the provisions of section 1861(f), and another 
election under section 1861(a) with respect to such enterprise is not made on or 
before such date, section 1M1(n) is not applicable to such enterprise. If an 
election is terminated under the provisions of paragraph (2) of new section 
1301(n), the section 1M1 corporation and its owners shall be treated in tbe 
same manner as if a revocation had been made under paragraph (1) of section 
1301(n), eftective on January 1, 1969. 



(h) Repeal of subchapter R. — Section 4(b) of the bill repeals subchapter R 
of chapter 1 of the code, and all references thereto contained in the code, eft'ective 
January 1, 1969. 

TAX PROTOCOLS WITH BELGIUM AND GERMANY 
[Seuate Executive Report No. 7, Eighty-ninth Congress, First Scssioul 

[October 19, 1905] 

Mr. FULRRTollT, from the Committee on Foreign Relations, submitted the 
following report to accompany Ez. G, 89th Cong. , 1st sess. , and Ex. I, 89th Cong. , 
1st sess. 

The Committee on Foreign Relations, to which vras referred the protocol signed 
at Brussels on tlay 21, 1905, modifying and supplementing the convention of 
October 2S, 1948, between the United States and Belgium for the avoidance of 
double taxation and the prevention of fiscal evasion with respect to taxes on 
income, as amended by supplementary conventions of September 9, 1952, and 
August 22, 1957, and the protocol between the United States of America and 
the Federal Republic of Germany, signed at Bonn on September 17, 1965, ' modi- 
fying the conventio~ of July 22, 1954, for the avoidance of double taxation with 
respect to taxes on iucome, having considered the same, reports favorably 
thereon without reservation and recommends that the Se~ate give its advice and 
consent to ratification thereof. 

OENERaL PURPOSE OF PROTOCOLS 

1. Protocol with Belgium' 
The main purpose of the supplementary income tax protocol with Belgium 

(Ex. G, 89th Cong. , 1st sess. ) is to modify the provisions of the basic conventiou 
of 1948, as amended, in order to adjust them to the provisions of the new Belgian 
income tax law of November 20, 1962. Accordiug to the Treasury Departmeut, 
the changes in internal Belgian law required: (1) redesignation of the Belgiau 
taxes to which the convention applies; (2) revision of the provisions concerning 
the Belgian tax on dividends paid by Belgian corporatious to residents, corpora- 
tions, or other entities of the United States; (8) the addition of new language 
relating to dividends and interest; and (4) revision of present; language regarding 
the Belgian commitment to provide tax relief for its residents or corporations 
deriving income from sources within the United States upon which U. S. income 
tax is levied. In addition, the protocol makes certain technical amendments to 
the 194S convention, as amended. 

Article II of the supplententary protocol provides that it shall enter into 
force on the date of the exchange of instruments of ratification and remain 
in effect with respect to income of calendar or taxable years beginning before 
January 1, 1968, or with respect to payments made before that date where 
withholding taxes are involved. It is understood that the modifications con- 
tained in the protocol deal with the most urgent questions arising from the 
new Belgian tax law and that the two countries agreed to consider revision 
of the entire convention at some future date. Accordingly, iu order to insure 
such consideration, the supplementary protocol may be continued in etfcct after 
January 1, 1968, only if an extension of time is agreed to by the two countries 
through an exchange of diplomatic notes. In no circumstances, however, may 
the protocol be extended beyond December 81, 1970. 
8. Protocol with Germany 

This protocol is the outgrowth of discussions over a period of several years 
between representatives of the United States and the Federal Republic of 
Germany. It is designed primarily to deal with problems which have arisen 
as a result of experience in the application of the basic 1954 convention since 
it became eftective and changes that have siuce been made in the tax laws of 
the two countries. 

The protocol with Germany contains 18 articles, the first 15 of which would 
eftect substautive modifications in the 1954 conventiou. For example, the protocol 

t Page ado, this Bulletin, 
s Has not been ratified by Belgium. 



contains new provisions, unilateral in application, which would exempt U. S. 
residents and companies from German capital taxes with respect to certain 
forms of property. In addition, American nonprofit institutions would be 
accorded exemption from German tax comparable with that accorded German 
nonprofi institutions under U. S. law. 

The protocol also makes various other amendments or would insert in the 
convention new provisions covering a broad range of subjects, including the 
taxation of industrial and commercial profits, dividends, interest, rents, royalties, 
and capital gains, as well as a redefinition of the concept of "permanent establish- 
ment, " and the granting of relief from double taxation by the country of the 
taxpayer's residence. Moreover, the protocol contains a new provision empower- 
ing the competent authorities of the two countries to make adjustments in tax 
liability, including refunds, and determinations as to the source of particular 
items of income, in order to avoid double taxation in appropriate cases. 

Article 17 of the protocol provides that it shall come into force on the date 
of the exchange of instruments of ratification and that the articles thereof, with 
certain exceptions, shall have effect for ta~able years beginning on or after the 
first day of January in the year in which such exchange takes place. 

A detailed explanation of the provisions of the tax protocols with Belgium 
and Germany is contained in the technical memorandum on each protocol which 
was prepared by the Treasury Department. These have been incorporated in 
the printed hearings which were held before the Subcommittee on Tax Con- 
ventions of the Committee on Foreign Relations on October 16, 1965. 

COMMITTEE ACTION 

The supplementary income tax protocol with Belgium was signed on May 21, 
1965, and transmitted to the Senate on August 5, 1965. The tax protocol with 
the Federal Republic of Germany was signed on September 17, 1965, and trans- 
mitted to the Senate on September 29, 1965. The Subcommittee on Tax Con- 
ventions under the chairmanship of Senator Gore held a public hearing on 
October 19, 1965, at which time testimony in support of the protocols was re- 
ceived from Mr. Stanley S. Surrey, Assistant Secretary of the Treasury, and 
Mr. George V. Allen, president of the Tobacco Institute, who testified for the 
Chamber of Commerce of the United States. In addition, statements recom- 
mending favorable and early action on the protocols were received from the 
Department of State and the National Foreign Trade Council. No witness 
testified against the protocols and the committee has not received anv com- 
munications opposing either of them. 

The Committee on Foreign Relations considered the tax protocols with Bel- 
gium and Germany in executive session on October 19, 1965. At that time 
additional testimony was received from Mr. Stanley S. Surrey and Mr. L. N. 
Woodworth, chief of staft, Joint Committee on Internal Revenue Taxation, and 
the committee ordered the protocols reported favorably with the recommenda- 
tion that the Senate give its advice and consent to their ratification. 

ANALVSIS OF PROTOCOLS 

Set forth below are two memorandums relating to the tax protocols with 
Belgium and Germany which were prepared by the stafF of the Joint Committee 
on Internal Revenue Taxation. 

LETTER OF TRANSMITTAL 
CCNGREss oF THE UNITED STATEs, 

JoINT CQMMITTEE oN INTERNAL REvENUE TAXATICN, 
Washington, October 1$, 1M5. 

Hon. ALRERT GoRE, 
Chairman, Subcommittee on Tax Conoentions, Foreign Itetations Committee 

U, S. Senate, Washington, D, C. 
DEAR SENAToR GCRE: At your request the staff of the Joint Committee on 

Internal Revenue Taxation has reviewed the provisions of the Supplementary 
Income Tax Protocol With Belgium (Ex. G, 89th Cong. , 1st sess. ) and the Tax 
Protocol With the Federal Republic of Germany (Ex. I, 89th Cong. , 1st sess. ), 
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The memoranda prepared by the joint committee staif summarizing the prin- 
cipal provisions of each of these protocols are enclosed. 

Sincerely yours, 
LAURExcE X. IVooDwoRTH~ 

Chief of 8trtff. 

PROPOSED PROTOCOL AMENDIXG INCOME TAX CONVENTION 
BET%VEEN THE I'XITED STATES AND Bl" LGIU3I 

(Memorandum from the staff of the Joint Corumittee on Internal 
Revenue Taxation) 

The pending protocol is a modification of the existing income tax conrentiou 
between the Uuited States aud Belgium. The modifications proposed by the 
protocol are necessary iu order to conform the existing conventiou to the provi- 
sions of the new Belgian income tax law of November 20, 1962. The modificatious 
suggested by the protocol are temporarv iu nature aud v-ill not be effective beyond 
January 1, 1971. 

The major substautive changes provided by the protocol which affect U. S. 
persons are the limitation tax on dividends received by U. S. persous from 
Belgian sources, in most cases to lfi percent, and limitatiou Belgian tax on U. S. 
citizens who are residents of Belgium to lfi percent on their I'. S. source invest- 
ment income after allowance of the Belgian lump sum foreign tax credit. There 
follows a summary of the provisious of the protocol. 

ART ICI. E I 
TAXES AKD AREAS COVERED 

Belpirrii talkee 

The protocol contains an amendment modifying the Belgian taxes which are 
to be subject to the convention. Presently, the convention specifies that the 
Belgian income taxes, the national crisis tax, and the personal complementary 
tax, including all additions to these taxes, are subject to the convention. The 
amendment proposed by the protocol would substitute a specific list of the recently 
enacted Belgian taxes, The taxes listed include the four types of direct income 
taxes: (1) the individual income tax; (2) the corporate tax; (8) the income tax 
on legal entities; and (4) the income tax on nonresidents, as well as the prepav- 
ments and additional prepayments ivhich relate to the four types of direct income 
taxes and the proportional taxes supplementing the direct income taxes. As 
indicated, the substitution of this list of neiv Belgian taxes is necessary to con- 
form the convention to the substantial amendments made to the Belgian tax 
srstem in 1962. 

Areas 

Reference to Xlasl;a and Hawaii as l. S. territories is deleted since these 
former territories are now States. 

DIVIDEEDS 

The existing convention contains a provision that the rate of U. S. tax on 
dividends derived from sources within the United States by a resideut or corpo- 
ration of Belgium, not haring a permanent establishmeut within the United 
States, is not to exceed lfi percent. It also provides that Belgium is not to 
impose any tax on dirideuds derived from sources within Belgium by a resident 
or corporation of the United States not having a permanent establishment within 
Belgium if the tax is (a) in the nature of a personal complementary tax or 
surtax, or (b) any tax similar to that withheld at the source on dividends under 
U. S. Iaw in the case of Iionresident aliens or foreign corporations. 

Hov. ever, the nevi Belgian income tax law subjects dividends received by 
uouresidents to the "precompte mobilier. " This is a "prepavment" or with- 
holding tax levied on incouie from persona' property received by both residents 
and nouresidents. It is lerierl in two parts: the standard personal property pre- 
payinent and the additioual personal propertr prepayment. The standard pre- 
payment is withheld at the source at the rate of Io percent on 121. 4 perceut 
(the base is grossed up to, in ei'feet, restore the Belgian creditable portiou of the 
corporate tax to ihe base) of the amount distributed (effective rate on net 
distributiou: 18. 2 percent) . 
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The additional prepayment is also a 15-percent tax, but it is only levied on 
thc amount of income distributed less the standard prepayment. However, if 
adequate information about the recipient is supplied to the tax authorities, the 
additional prepayment is not due and the total tax withheld is only the stand- 
ard prepayment tax of 18. 2 percent. 

It is our understanding that the Belgian tax authorities have taken the 
position that the standard prepayment may be imposed on the dividend income 
received by nonresident U. S. persons notwithstanding the above-mentioned treaty 
provisions. They are of the opinion that this prepavment does not constitute a 
tax similar to that withheld at source on dividends under U. S. law in the case 
of nonresident aliens or foreign corporations. 

The proposed protocol does not alter the provisions of the existing convention 
relating to the U. S. tax (15 percent) on Belgian-source dividend income. How- 
ever, as a result of the modifications of Belgian law with respect to the recent 
changes in the Belgian taxation of dividends received by U. S. persons who do 
not have permanent establishments in Belgium, substantial changes are provided 
in the proposed protocol as to Belgian taxation of dividends. 

It provides that the tax on a U. S. resident corporation which does not have a 
permanent establishment in Belgium is not to exceed 15 percent on dividends re- 
ceived from Belgian sources as determined by existing Belgian law (i. e. , the 
standard prepayment tax). Under Belgian law, the effective rate of this tax is 
15 percent, computed on a grossed-up base or 18. 2 percent on a net basis. How- 
ever, the gross-up does not applv if the shares giving rise to the dividends are 
registered and have been held for more than 12 months. Therefore, the effective, 
as well as the stated maximum rate of tax on dividend income, if the shares are 
held in registered form, will be 15 percent. 

Apparently, the 18. 2-percent effective treaty rate of tax on bearer shares as 
opposed to the 15 percent on registered shares, is designed to avoid administrative 
problems in Belgium. Generally, holdings of parents in Belgian subsidiaries are 
in registered form. It is expected that this higher rate of tax on bearer shares 
iviR be eliminated by the end of the period of this protocol and that in a subse- 
quent protocol the same effective rates will apply to all dividends received from 
Belgian sources. 

The protocol also provides a specific exemption from the Belgium additional 
personal property prepayment with respect to dividends and interest paid to a 
resident, corporation, or entity of the United States not having a permanent es- 
tablishment in Belgium. Also, each country agrees to exempt from tax dividends 
and interest paid by a corporation of the other country to a person other than its 
own citizen, resident, corporation, or other entity. 

RELIEF FROM DOUBLE TAXATIOV 
U. S. credit provision 

The existing convention provides that the United States is to allow U. S. 
taxpayers a credit against their U. S. tax for Belgian taxes paid on Belgian 
source income as provided by section 181 of the Internal Revenue Code of 1989. 
Since the Internal Revenue Code has undergone many changes since the effectua- 
tion of the existing convention and may, in the future, undergo further changes, 
the substitute language of the proposed protocol, in general terms, grants a 
credit to U. S. taxpayers for the taxes covered by the convention which are paid 
to Belgium. Such a provision, while continuing to grant a credit, allows the 
credit to be computed on the basis of U. S. law in existence at the time the income 
is received. It should be noted that under the proposed protocol, the credit is 
limited to that portion of the U. S. taxes which net income from sources within 
Belgium bears to the taxpayer's total net income. This concept is normally 
referred to as the "per country" limitation. However, it should be noted that 
the convention already contains a general clause which allows the U. S. taxpaver 
to avail himself of the existing code provisions (secs. 901 — 905) [Internal Revenue 
Code of 1954] if more favorable. Therefore, where it is to his advantage the 
"overall" limitation can be utilized. This alternative rule is not modified bv the 
protocol. 
Belgian relief provision 

The protocol contains a substitute provision for granting relief from double 
taxation to Belgian residents or corporations. The protocol contains a number 
of provisions whereby Belgium will grant exemptions, credits, or deductions to 
reduce the Belgian tax which its residents must pay on U. S. source income that 
has been taxed by the United States pursuant to the treaty. 
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The exemption provided for U. S. source dividend incoine received by Belgian 
corporations Ivith no permanent establishment in the United States, is an 
intercorporate dividend exeruption of 85 percent in the case of financial cor- 
porations and 95 percent in the ease of industrial corporations. This is the 
same as the exemption made available by Belgium for dividends froni a domestic 
corporation. A procedure is also provided under ivhich U. S. source dividends 
received by a Belgian corporation may be exempt from the Belgian standard 
personal property prepayment. With respect to Belgian residents (individuals), 
the Belgian tax on U. S. source dividend income is to be credited by an amount 
equal to 15 percent. In the case of U. S. interest income both Belgian corporations 
and residents receive a 15-percent credit against their Belgian tax. 

This provision also contains a special rule for taxing U. S. source income from 
dividends, interests, pensions, annuities, or royalties of U. S. citizens who are 
residents of Belgium. It provides that the Belgian tax on this income is not 
to exceed lo percent of the income after allowance of the 15-percent lump sum 
credit. In other words, the U. S. citizen first computes the lump sum credit, 
and then the Belgian tax on the remaining income is to be computed at a maximum 
rate of 15 percent. 

The business or investment income of a Belgian resident or corporation with a 
permanent establishment in the United States which has been taxed by the 
United States is to be exempt from Belgian tax. However, the proposed protocol 
provides that in order to compute the amount of the taxpayer's tax on the re- 
mainder of its income, Belgium may apply the rate of its tax which would 
have applied if this income had not been exempt. Also, the proportionate amount 
of such income exempted from Belgian tax is to be reduced by the amount of 
any net-operating loss deducted for U. S. tax purposes. In other words, the 
amount of any net operatng loss deducted is added back to the Belgian tax base. 

AErici. E II 
EFFECTIVE DATES 

The protocol is to come into force on the date of the exchange of instruments 
of ratification. In general, its provisions are to be applicable to income received 
in taxable years beginning after December 81, 1962, which date corresponds to 
the effective date of the amendments to the relative Belgian law. 

In the case of dividend income, if a U. S. person, because of his taxable status 
(i. e. , exempt organization), cannot utilize the tax credit provision of the pro- 
tocol, provided for the avoidance of double taxation, then the new dividend pro- 
vision is to apply only to dividends paid on or after January 1, 1905. 

The final provision of the protocol provides that it is to remain in eftect at least 
through 1967, or, if the contracting countries so agree to some later date, not 
bevond Janiiary 1, 1971. 

PROPOSED PROTOCOL All EXDIXG THE IXCOIIE TAX COXVEXTIOX 
BETWEEX TIIE I. XITED STATES AXD THE FEDERAL REPt BLIC OF 
GERIIAXY 

(Jle»iorandum from the staff of the Joint Committee on Internal Revenue 
Taxation) 

The pending protocol is a modification of the existing income tax convention 
between the l. nited States and the Federal Republic of Germany. These modi- 
fications are deemed necessary because of changes in the internal tax laws of 
the contracting parties and to eliminate interpretative problems which have 
arisen in the intervening years since the signing of the original treaty as well 
as to make the convention more nearly comparable to other treaties recently 
entered into by the United States. 

The term "permanent establishment" was redefined by substantially adopting 
the language of the model OECD Convention, but no major substantive changes 
resulted. The term "industrial and commercial profits" was amended to spe- 
cifically inclurle personal service income of an enterprise. Also, the so-called 
"force of attraction" doctrine ivas abandoned both with respect to industrial and 
commercial profits and for dividends, interest, royalties, and capital gains. The 
protocol substitutes a concept based on a determination as to whether the item 
of income is "eflectively connected" with a permanent establishment in the 
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country' of source; i. e. , ivhether the income is essentially a part of or closely 
related to the activities of the permanent establishmeut. 

The taxation of dividends received by U. S. corporations from German corpora 
tious (10-percent U. S. owued), is changed by the protocol to reduce the rate of 
tax on part of his dividends and to discourage U. S. corporations from taking 
advantage of the German split-rate corporate dividend tax. The definition of 
"royalties" is amended to include "kno&v-how" payments so that these payments 
are exempted from tax in the country of source. In addition, the protocol 
contains a new provision granting the Governments of the two countries the 
authority to make adjustinents in tax liabilities, including refunds, in order to 
avoid double taxation in appropriate cases notwithstanding impediments, such 
as the statute of limitations, which might exist under internal law. None of our 
existing treaties contains such a provision. An analysis of the protocol follows. 

TAXES COVERED 

The proposed protocol ameuds the existing treaty by eliminating reference to 
one German tax and iucluding within the taxes covered, two additional German 
taxes. Included are the German trade tax (Gewerbesteuer) and the German 
capital tax (Vermogensteuer), while the Berlin emergency contribution tax, 
which is no longer imposed, is eliminated. With respect to the German trade 
tax, the protocol specificallv covers all of the tax. (The provision of the present 
treaty which provides that the convention is also to apply to any other tax of 
a substantially similar character which mav be subsequently imposed by one 
of' the contracting states is left unchanged. ) 

BIISIÃESS PROFITS 

Perm anent est ah li sf ment 

The protocol redefine the term "permanent establishment" by adopting, for 
all material purposes, the language of article 5 of the model GECD Convention. 
However, uo major substantive changes from the present convention are made. 
Added to the list of activities which &. oustitute a permanent establishment are 
"a place of management" and "store or other sales outlet. " Due to this latter 
addition, the reference to the "sales office" in the present treaty is dropped. 
The memorandum of uuderstandiug ivhich supplements the protocol reaifirms 
that a pla&. e temporarily occupied (e. g. , hotel room) does not constitute a place 
of inanagement. It is also understood that the term "management" does not 
include decisions which are solely of a techuical or scientific nature. 

The protocol also provides that a concern can Iuaiutain as many of the 
listed activities, which do not constitute a permanent establishment, within the 
other country as it vvishes without this giving rise to a permanent establish- 
ment within the meaning of the treatr. 
In&tastrial or comn&ercial progts 

The existing treaty subjects industrial or conimercial profits of an enter- 
prise of one country to tax in the other country only if the enterprise is engaged 
iu a trade or busiuess iu the other country through a perniauent establishment. 
If so engaged, the preseut treaty allows the other country to impose its tax 
upon the entire income of the enterprise from sources within that state whether 
or not the income is attributable to the activities or assets of the permanent 
establishment. This is the so-called "force of attraction" doctrine. 

The proposed protocol limits the existing treaty by allowing the other countrv 
to tax only those industrial or commercial profits ivhich are (1) attributable to 
a pernianent establishment, (2) derived from sales of goods or merchandise 
of the same kind as those sold through such permanent establishuient, or (g) 
derive&1 from other business transactious of the same kind as those affected 
through such permauent establishment. Therefore, unless the income is essen- 
tially a part of, or closely related to, the permaueut establishment it will not be 
taxed by the source couutry. The "ariu's-lmigth" allocation rule of the present 
treaty which divides the business property between the concern's home offic 
and its permanent establishmeut is left uuchanged by the protocol. 

The present treaty provides that in dei, erminiug the industrial or commercial 
profits, deductions are to be allowed if reasouably connected with the permanent 
establishment's profits. The protocol merely adds a clarifyiug phrase which 
indicates that the deductions so connected are to be allowed without regard to 
th" country iu which the expeuses are incurred. 

The protocol defines the term "commercial or industrial profits" to include 
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income derived by an enterprise from the active conduct of a trade or business 
and excludes income, such as that received from dividends, interest, royalties, 
and capital gain which is specificallv dealt with in other articles of the con- 
vention. An important aspect of this definitional provision is that it specifically 
provides that the term "industrial or commercial profit" includes "income 
derived by an enterprise, from the furnishing of services of employees or other 
personnel. " Therefore, income derived from the performance of such services 
by an enterprise which does not have a yermanent establishment in the source 
country will not be subject to tax in that country. Previously, it was not clear 
whether income derived from such services constituted "industrial or commercial 
profits" or personal services which are dealt vvith in a subsequent provisiou of 
the convention. 

IXVESTXIEXT IXCOXfE 
Diw'dends 

Under the present convention, the maximuIn tax which can be imposed by the 
country of source on dividends paid is 15 percent provided the receiving com- 
pany did not hare a permanent establishment in the source country and that 
the receiving company owns at least 10 percent of the voting stock of the corpo- 
ration paving such dividends. The proposed protocol continues the applicable 
rate of tax at 15 percent and extends this treaty prorision to dividends paid to 
individual shareholders and less than 10 yercent corporate shareholders. 

Germany applies different tax rates with respect to distributed and undis- 
tributed profits (15 and 51 yercent, respectively), and although it imposes a 30 
percent supplementarv tax on intercorporate dividends received and accumu- 
lated by parent companies. this does not apply in the case of foreign corporations 
(instead, the treaty rate applies). Thus, the present convention may encourage 
V. S. corporations to maximize distributions from their German subsidiaries and 
then reinvest the amount of the distributions in the subsidiaries. 

To eliminate this incentive, the proposed protocol provides a special rule for 
dividends which are reinvested. It provides that reinvested dividends paid on 
or after January 1, 1965, by a German company to a U. S. corporation may be 
taxed by Germany at a rate in excess of the 15 percent rate, but at not more 
than the statutory withholding tax rate of 2o percent. However, this higher 
rate is to be applicable only if the U. S. corporation owns directly at least 10 
percent of the German company paying the dividend. The German tax system 
continues to treat distributed profits substantially more favorably than un- 
distributed profits, and the rate of reinvestment by the U. S. company is 7. 5 
percent or more of the dividends received. If the higher rate becomes applicable 
due to subsequent reinvestment, the protocol provides that the tax benefit de- 
rived from the application of the standard treaty rate (15 percent) rather than 
the higher 25 percent rate may be recovered. 

A. principal modification resulting from the proposed protocol is the substitu- 
tion of the "eftectively connected" concept for the "force of attraction" doctrine. 
The protocol provides that the reduced rate of tax on dividends is broadened 
in that it will be available unless the recipient of the dividend has both a perma- 
nent establishment in the source country and the stock giving rise to the dividend 
is "effectivelv connected" with the permanent establishment. Thus, the proposed 
protocol provides that the treaty withholding rates on dividends will apply 
to dividend income if not "effectirely connected" with a permanent establishment 
in the country of source. This new rule makes it unnecessary for a taxpayer 
of one country to isolate his business activities in a separate subsidiary solely 
to prevent taxation of his investment income from sources within the country 
wherein he has a permanent establishment. 

The memorandum of understanding provides that the term "effectively con- 
nected" is to be so construed that items of income will be considered to be 
"effectively connected" with a permanent establishment if these items of income 
accrue to the recipient of the dividend by virtue of assets held by the permanent 
establishment or held by a recipient of the dividend specifically to promote the 
business activities of the permanent establishment. Also, the income will be 
considered to be "effectively connected" if the actirities of the permanent estab- 
lishment are a material factor in realizing such income. 

Under the present treatv, a number of interpretative problems hare arisen 
with respect to the scoye of the term "dividend" as it applies to distributions 
by German corporations. Accordingly, the proposed protocol contains a definition 
of the term "dividends" which, in essence, is a listing of the tvpes of distribu- 
tions which should be considered to be dividends under I . S. tax laIr. 



550 

Interest 
The present treaty exempts from taxation by the source country interest on 

bonds, notes, debentures, securities or other forms of indebtedness if the recipient 
of the interest does not have a permanent establishment in the source country, 
However, this exemption is not applicable to debts secured by mortgages or 
other encumbrances on real property. 

In the case of the tax treatment of interest, two significant changes are made. 
First, the "effectively connected" rule described above in the case of dividends 
was also substituted for the "force of attraction" doctrine in the case of interest 
Second, the general interest exemption was extended to interest on debts secured 
by mortgages or other encumbrances of real property. 

Royalties 
The existing treaty exempts royalties from taxation in the source country 

and defines the term "royalties" to mean any rovalties, rentals, or other amounts 
paid as consideration for the use of, or the right to use, copyrights, artistic or 
scientific works, patents, etc. The protocol expands this definitio~ of royalties 
to include amounts which are paid as considers. tion for I-nowledge, experience, 
or skill (" know-how"). 

Under the protocol, the new royalty provision will apply to royalty payments 
made on or after January 1, 1968. However, correspondence with the German 
Government specifies that the exemption from German tax for "know-how" 
payments also will apply to such payments made prior to January 1, 1968, where 
the German authorities have held that such remuneratiou was exempt from 
tax. The memorandum of understanding accompanying the protocol contains 
the agreement that the "know-how" amendment is not to infiuence the inter- 
pretation to be given to the existing royalty provision of the convention. Thus, 
the German tax authorities may not make use of the fact that such payments 
were later specifically included under this protocol as royalties for purposes of 
concluding that earlier payments were not covered by the exemption provided 
for royalties in the existing convention. 

The protocol also provides that the term "royalties" is to include gains de- 
rived from the alienation of any right or property giving rise to those royalty 
payments. For U. S. tax purposes, this exemption shall apply both to gains 
derived from the outright assignment of property or rights, and from arrange- 
ments for the licensing of such property or rights which are deemed to con- 
stitute transactions which produce capital gain income. 

This provision further provides for the abandonment of the "force of attrac- 
tion" doctrine in the ease of royalty income. Gains derived from the sale of 
any right or property giriug rise to royalties will be exempt from tax in the 
source country if the resident of the other country maintains a permanent estab- 
lishment in the source country and the royalty income is "effectively connected" 
with the permanent establishment. This is the same rule as has been described 
above for interest and dividends. 
Real property income and natural resource royalties 

The existing treaty provides to the source country the right to tax income 
from real property, and royalties with respect to the operation of miues, qu»- 
ries, or other natural resources, located in that country. It also provides that 
a resident or corporation of the other country may elect, for any taxable year, 
to be taxed. on such income on a net basis at rates that would apply to a resident 
or company of the source country. Therefore, the expenses incurred in con- 
nection with the production of such income will be deductible. 

The proposed protocol amends this provision to refiect the changes discussed 
under the interest provision which proposes to treat income from debts secured 
bv mortgages or other encumbrances on real property s. s interest income. 

Capital gains 
This provision of the proposed protocol adds a new article to the convention 

which generally has the effect of providing a reciprocal exemption from tax 
by the country of source of capital gains except those derived from the sale of 
real property, dealt with in a separate provision. This provision contains uni- 
lateral limitations, however, which are designed to deny the exemption to German 
residents who are in this country for an exterded period. Specifically, the 
exemption does not apply if the German resident is present in the United States 
for a period equal to, or exceeding, an aggregate of 188 days during the taxable 
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year, and the asset sold was held by such person for 0 months or less. A 
similar proIdsion is contained in the internal German law and, therefore, it was 
not necessary that this provisiou be made bilateral in order for U. S. citizens to 
be taxed on the same basis on their German gains of the same nature. 

The exemption from capital gains tax described above is unavailable where 
the person realizing the gain has a pernIanent establishment in the source coun- 
try with which the asset sold is "effectivelv connected. " The memorandum of 
understanding provides that the term "ei'fectively connected" is to be construed 
for purposes of this provision so that gain will be considered to be effectively 
connected if derived from the sale of property either held by the permanent 
establishment or held bv the recipient of the capital gain specifically to promote 
the permanent establishment's busine, s activities. For purposes of this pI'0- 
vision, gain on the sale of capital assets is not considered "effectively connected" 
to a permanent establishment merely because the activities of the permanent 
establishment were a material factor in realizing such gain. This omission dis- 
tinguishes the rule with respect to this provision from that provided in the case 
of dividends, interest, and royalties. 

IXDIVIDIIAL COMPENSATION 

Personal service corn pensatio» 
The proposed protocol provides specific exemption from the tax of one country 

of compensation for labor or personal services performed outside that country by 
an individual resident of the other country. This is the rule promulgated in the 
German regulations under the existing treaty. Therefore, the insertion of this 
provision in the treaty provides a basis for the present German treaty regulations 
as well as providing a bilateral rule in the treaty. 

The proposed protocol largely conforms to the present provisions with respect 
to the taxation of income for services performed in one country by an individual 
resident of the other count~. ConIpensation for labor or personal services 
performed in the source country by a resident of the other country is to be 
exempt from tax in the source country if the following three conditions are met: 

1. If present in the source country for a period or periods not exceeding 
a total of 188 clays during the taxable year. 

2. Such labor or personal services are performed as an employee of, or 
under contract with, a resident of the other country or a company of the 
country, and such compensation is borne by such resitlent or company. 

8. Such compensation is not borne bv a permanent establishn&ent which 
such resident or company has in the source country (this requirement is not 
in the original treaty). 

Government pensions u»d. salaries und privute pc»sions anrL unnnitics 
Language is added to the present treaty provisions which would exempt from 

U. S. tax amounts paid by juridical persons organized under the public laws of 
Germany as compensation for au injury or damage sustained as a result of 
hostilities or political persecution. 

TAXES ON CAPITAL 

This provision of the proposed protocol adds a new article which relates to 
the imposition of the German trade and capital taxes. As mentioned above, the 
proposed protocol brings these taxes within the ambit of the treaty. In gen- 
eral, this provision provides unilateral relief from the Gertnan capital tax 
and from the portion of the trade tax computed on the basis of the capital of a 
res dent, corporation, or other entitv of the United States. 

The proposed provision contains two major exceptions. It provides that 
capital represented by real property or natural resources may be taxed in the 
country where this property is situated. Aslditionally, capital represented by 
assets which are "effectively connected" with a permanent establishment of an 
enterprise of one countrv may be taxed in the country where the permanent 
establishment is situatetl. However, this latter rule does not apply to ships 
and aircraft of an enterprise of one country and assets (other than certain real 
property) pertaining to the operation of such ships and aircraft. It should be 
noted that no foreign tax credit is available with respect to either the Gernmn 
capital tax or the trade tax computed on the basis of capital. 
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RELIEF FROM DOUBLE TAxaTION 

This article of the proposed protocol contains the provisions which provide the 
mitigation permitted by each contracting country to its residents, citizens, and 
corporations with respect to taxes paid to the other country. 

U. S. credit provision 

Uuder the existing treaty the United St tes grants relief under 1ts statutory 
foreign tax credit provisions subject to the traditional savings clause. The 
proposed protocol does not depart from the existing convention in any material 
respect. This provisiou of the protocol makes it clear that the amendments 
to U. S. law concerning the foreign tax credit made after the efiective date of this 
protocol are to be taken into account in determining the allowable credit. 
Also, although the principles of the per countrv limitation of the U. S. tax 
law have beeu incorporated in the convention, this inclusion will not affect the 
ri. ht presently enjoyed by U. S. taxpayers of electing the overall limitation pro- 
visiou as a substitute. 
Gern1an relief provision 

Under the protocol, Germany will use both an exemption method and a credit 
provision. In the ease of dividend income, the exemption applies only to divi- 
dends subject to U. S. tax which are paid to German companies owning 25 
percent or more of the paying U. S. company. In all other cases the protocol 
provides a credit for U. S. taxes imposed with respect to dividends received by 
Germans from sources within the United States. A credit is also granted for 
the U. S. tax paid on wages, salaries, pensious, aud similar compensation paid 
by the United States or by its States, territories, or political subdivisions to 
a German citizen since this latter type of income is not exempt under the pro- 
visions of the proposed protocol. 

The proposed protocol also contains a specific provision that provides the 
rules to be applied by Germany in granting relief from double taxation to those 
German residents who are also citizens or residents of the United States, and, 
as a result, are subject to taxation in both countries on their worldwide income. 
In general, such an individual is, for purposes of German taxes, to be taxed. in 
the same mauner as an individual resident of Germany ivho is not a U. S. 
citizen or resident but will be allowed a special credit for U. S. taxes paid on his 
U. S. source income. 

MISOELLENEOUS PROVISIONS 

Cbaritai le organizations 

The proposed protocol adds a new article relatiug to the taxation of certain 
nonprofi organizations. The new article provides that organizations of one 
country which are operated exclusively for religious, charitable, scientific, educa- 
tional, or public purposes are to be exempt from tax in the other country if and 
to the extent that such organization would be exempt from tax in the other 
country if it were organized, and carried on all its activities, in that other country. 

Exchange of information 
The language of the present exchange of information provision, if literally 

construed, could result iu the complete loss of this provision's utilitv by denv- 
ing the right to disclose the information received pursuant to this provision 
to courts or administrative bodies. The prolapsed protocol clarifies this situa- 
tion by making specific reference to a court or administrative body as competent 
authority to receive such information. Also, it adds language permitting such 
information to be disclosed to persons coucerned with "enforcement or prosecu- 
tion" of such taxes. 

Application to West Berlin 
This article of the proposed protocol provides that it is to apply to West 

Berlin unless Germany delivers a contrary declaration to the Government 
of the United States within 3 months from the date of entry into force of this 
protocol. 
Taapaper claints and consultation 

Although this article of the proposed protocol deletes the existing provision 
of the couveution which deals with taxpaver claims and consultatiou between 



558 

the contracting parties, no major substantive change results from the substituted 
language. The language relating to taxpayer claims is identical to that in the 
existing treaty. The consultation provisions hare been modified in some respects 
to more accurately express the intent of the contracting parties. The proposed 
protocol does contain a nem provision Irhich authorizes the two treaty countries 
to endeavor to agree on the— 

(1) attribution of industrial or commercial profits between an enterprise's 
home office and permanent establishmeut; 

(2) allocation of profits betmeen related enterpri: cs; and 
(8) source of particular items of income. 

In addition, this provision provides that in the evert the competent authorities 
reach an agreement, the taxes of each country are to be imposed on the income 
as reattributed, reallocated, or differently sourced and an appropriate refund 
of taxes shall be allowed br the country to carry out the agreement, even if such 
refund Irould othermise be barred by the statute of limitations. Xone of the 
existing income tax conventions to which the I:nited States is a party contains 
procedures permitting the countries to make the resulting appropriate accom- 
tuodation of tax liabilitr resulting from such a reallocation. This provision Irill 
apply in the ease of anr discussions conducted by the competent authorities of the 
tmo cases after the treaty goes into effect even if such discussions concern 
taxable years prior thereto. 

The memorandum of understauding which supplements the proposed protocol 
provides for consultation betweeu the contracting countries for determining 
whether it is necessary to amend the convention mith respect to the taxation of' 

diridends if either country's income tax applicable to corporations is substantially 
changed or if experience evinces that the effect of the nem article is not in 
accordance with the underlying purposes. 

EFFECTIVE DATF. 

The protocol comes into force on the date of exchauge of instruments of ratifi- 
cation and all the articles, other thau those pertaining to the taxation of dividends 
and royalties, mill be effective for taxable years beginning on or after January 1 
of the year in which the exchange of instruments of ratification takes place. The 
new dividend article of the convention (art. VI), will hare effect with respect 
to dividends paid on or after Jauuary 1, 196o, and this nem article Irill apply to 
reinvestments made on or after that date, The new royalty article of the con- 
vention (art. VIII), will hare effect with respect to any payment made on or 
after January 1, 1963. 

IETEGRATIO v I, iTO ORIGITI XL TREATY 

This provision provides that the proposed protocol mill form an integral part 
oi' the original convention of July 22, 1964, and that it Irill conti~ue in force as 
long as that convention remains effective. Since the initial 5-year period of the 
existing convention has elapsed and no additioual 6-year period mas provided for, 
the convention, as amended by the proposed protocol, may be terminated by 
either country at any time by the prescribed notice of termination. 
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PART V 

ADMINISTRATIVE, PROCEDURAL, AND 
MISCELLANEOUS MATTERS 

TREASURY DEPARTMENT ORDER NO. 175 — 8 

Joszrit W. BARn, 
Acting 8en etang. 

(Filed by the Division of the Federal Register on May 9, 1966, 8:49 a. m. , and 
published in the issue of the Federal Register for May 4, 1966, 81 F. R. 6669) 

Transfer of Special Enrollment Examination Function 

By virtue of the authority vested in me by Reorganization Plan 
No. 26 of 1!)50, it is hereby ordered that the function of administering 
the Special Enrollnient Fxamination for practice by agents before 
the internal Revenue Service is transferred from the Olftce of the 
Director of Practice in the OfEce of the 6eneral Counsel to the In- 
ternal Revenue S; rvice. 

Such personnel, funds, records and equipment, as are determined 
by the 6eneral Counsel and the Commissioner of Internal Revenue 
to be neresssary to perform the function relating to the Special En- 
rollment Examination shall be transferred to the Internal Revenue 
Service as of the date of this order. 

Dated: April 28, 1966. 

[SEAL] 

TITLE 26 INTERNAL REVENUE. CHA. PTER I, SUB- 
CHAPTER H, PART 601. — STATEMENT OF PROCEDURAL 
RULES' 

Miscellaneous amendments 

This part as filed with the Federal Register on June 29, 1955 [C. B. 
1955 — 2, 921], was last amended on March 14, 1964 [C. B. 1964 — 1 (Part 
1), 608]. The further amendments made herein do not reflect the 
changes made by Public Law 89 — 8M, approved on Novem'ber 8, 1965 
[C. B. 1965 — 2, 640], which provides for the right of persons to be 

represented in matters before Federal agencies. Subpart K of this 

part, relating to conference and practice requirements, will be amended 

in the near future to reflect the changes required by Public Law 89— 

382 [C. B. 1965 — 2, 640]. The amended provisions read as follows: 

i 81 F. R. 2818. 
(N7) 
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PAltAczAPII 1. Section 601. 101 is amended by revising paragraphs 
(a) and (b). These amended provisions read as follows: 

$ 601. 101 IzvaoovcTmv. 
(a) GcncraI — The Internal Revenue Service is a branch of the Treasury 

Department under the inunediate direction of the Commissioner of Internal 
Revenue. The Commissioner has general superintendence of the assessment and 
collection of all taxes imposed by any law providing internal revenue and also 
of other functions relating to the administration and enforcement of laws ap. 
plicable to alcohol and certain firearms which are in addition to those related 
to taxes. The Internal Reveuue Service is the agency by which these functions 
are performed. Within an internal revenue district the internal revenue laws 
are administered by a district director of internal revenue. The Director of 
International Operations admiuisters the internal revenue laws applicable to tax. 
payers residing or doiug business abroad, foreign taxpayers deriving income 
from sources within the United States, and taxpayers who are required to 
withhold tax on certain payments to nonresident aliens and foreign corpora 
tions. For purposes of these procedural rules any reference to a district direc- 
tor or a district oifice includes the Director of International Operations or the 
Office of International Operations, if appropriate. Generally, the procedural 
rules of the Service are based ou the Internal Revenue Code of 1939 and the 
Internal Revenue Code of 19fi4, and the procedural rules in this part apply 
to the taxes imposed by both Codes except to the extent specifically stated or 
where the procedure under one Code is incompatible with the procedure under 
the other Code. Reference to sections of the Code are references to the Internal 
Revenue Code of 19o4, unless otherwise expressly iudicated. 

(b) Scope. — This part sets forth the procedural rules of the Interral 
Revenue Service respecting all taxes administered by the Service, and super- 
sedes the previously published statement (26 CFR (1949 ed. , Part 600-End) 
Parts 600 and 601) with respect to such procedural rules. Subpart A provides 
a descriptive statement of the general course and method by which the Service's 
functions are channeled and determined, insofar as such functions relate gen- 
erally to the assessment and collection of interual revenue ta~es. Certain pro- 
visions special to particular taxes are separately described iu Subpart D of this 
part. Conference and practice requirements of the Internal Revenue Service 
are contained in Subpart E of this part. Specific matters not generally involved 
in the assessment and collection functions are separately described in Subpart 
B of this part. A description of the rulemaking functions of the Treasury 
Department with respect to interual revenue tax matters is contained in Sub- 
part F. The procedural rules of the Service with respect to distilled spirits, 
wines, beer, cigars, cigarettes, and cigarette papers and tubes, and certain fire- 
arms are described in Subpart C of this part. Subpart G of this part relates to 
matters of official record in the Internal Revenue Service and the extent to which 
records and documents are subject to publication or open to public inspection. 
This part does not contai~ a detailed discussion of the substantive provisions 
pertaining to any particular tax or the procedures relating thereto, and for such 
informatiou it is necessary that reference be made to the applicable provisions of 
law and the regulations promulgated thereunder. The regulations relating to 
the taxes adnunistered by the Service are contained in Titles 26 and 27 of the 
Code of Federal Regulations. 

A 

PAR. 2. Section 601. 108 is amended by revising paragraphs (a), (b), 
and subparagraph (1) of paragraph (c). These amended provisions 
read as follows: 

f 601. 106 SvMMARY oF GzzzzAz TAx Pzocznvzz. 
(a) Collection procedure. — The Federal tax system is basically one of self- 

assessment. In general each taxpayer (or person required to collect and paV over 
the tax) is required to file a prescribed form of return which shows the facts 
upon which tax liability may be determined and assessed. Generally, the 
taxpayer must compute the tax due on the return and make payment thereof 
on or before the due date for filin the return. If the taxpayer fails to pay the 
tax wheu due, the district director of internal revenue or the director of the 
regional service center after assessment issues a notice and demands payment 
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within 10 days from the date of the notice. In the ease of wage earners and 
nonresident aliens, the income tax is collected in large part through withholding 
at the source. Another means of collecting the income tax is through payments 
on declarations of estimated tax whi«h are required by law to be filed by certain 
individual and corporate taxpayers. Xeither withholding nor a declaration of 
estimated tax relieves a taxpayer from the duty of filing a return otherwise 
required. Certain excise taxes are collected by the sale of internal revenue 
stamps. 

(b) Eaa&»i»ation a&«l determi»ation of taz liat ility. — After the returns are 
filed in the ofiice of the district director of internal revenue or in the office 
of the director of a regional service center, they are sorted, classified, and 
processed. XIany of these returns are selected for examination. If adjustmeuts 
are proposed with which the taxpayer does not agree, he is ordinarily afforde 
certain appeal rights, including an opportunity to discuss the proposed ad- 
justments (ezcept mathematical errors) in a conference in the district, direc- 
tor's ofiice. If this conference result. in agreement on the proposed adjust- 
ments, the tazpayer is requested to execute au agreement form. If the tax in- 
volved is an income, profits, estate, or gift tax, and if the taxpayer waives re- 
strictions on the assessment and collection of the tax (see $ 601. 10o(b) ), the 
deficiency will be immediately assessed. 

(c) Disputed liability. — (1) General. — If the conference on the proposed 
adjustments does not result in agreement, the taxpayer is given an opportunitv 
to request that his case be considered by the regional Appellate Division, pro- 
vided that Division has jurisdiction (see I& 601. 106(a) (8) ). If the taxpayer 
requests such consideration, the ease will be referred to the regional Appellate 
Division where the taxpaver &nay have another conference. The determination 
of tax liability by the Appellate Division is final insofar as the taxpayer's 
appellate rights within the Service are concerned. 1 pon protest of cases under 
the jurisdiction of the Director of International Operations exclu. ire settle- 
ment authoritv is vested in the regional Appellate Division haring jurisdiction 
of the place where the tazpayer requests the Appellate Division conference. 
If the taxpayer does not specify a location for the conference, or if the location 
specified is outside the territorial limits of the regional Appellate Divisions, 
the Iyashington, D. C. , branch ofiice of the Appellate Division for the 31id-At- 
lantic region assumes jurisdiction. The fact that conferences were held by the 
Otfice of International Operations either before or after the receipt of a pro- 
test does not foreclose a tazpaver from haring the Appellate Division consider 
his case. 

PAR. 8. Section 601. 104 is anlenclecl by revising subparagraphs (1), 
(3), and (5) of paragraph (a) ancl paragraph (c). These amended 
provisions read as follows: 

&j 601. 104 COLLEGTIO&x FuzcTrozs. 
(a) Collection»&ethods. — (1) Ret»&us. — Generally. an internal revenue taz 

assessment is based upon a return required br law cr regulations tc be filed by 
the taxpaver upon which he himself computes the tax in the manner indicated 
by the return. If a taxpayer fails to make a return it may be made for him i&v 

a district director or other duly authorized ofiicer or emplovee. See section 
6020 of the Code and the regulations thereunder. Returns must be macle on the 
forms prescribed by the Internal Revenue Serrice. Forms are obtainable at 
the principal and branch ofilces of district directors of internal revenue. Forms 
are generally mailed to persons v. horn the Service has reason to believe mav be 
required to file returns, but failure to receive a form does not excuse failure to 
comply with the lav; or regulations requiring a return. Returns, supplemcntarv 
returns, statements or schedules, and the time for filing them, may sometimes be 
prescribed by regulations i, sued uncler authority of law by the Corumissicuer 
with the approval of the Secretary of the Treasurv or his clelegate. In the case 
of certain individual income taxpayers having gross income from specified 
sources of less than $10, 000, a special form (Form 1040A) is prescribed upon 
which the taxpayer may set forth the information necessary to a deter&nination oi' 

his taz liability. A taxpayer filing a return on Form 1040A shall compute the 
tax and transmit with the return any unpaid balance of taz, except that if his 
income was less than!tii, 000 he may elect tc hare the Internal Revenue Service 
compute the taz and mail him a notice stating the amount of taz due. A husi&and 
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and wife may make a single income tax return jointly. Certain affiliated groups 
of corporations may file consolidated income tax returns. See section 1501 of the 
Code and the regulations thereunder. 

(3) Declarations of estimated toe. — Any individual who may reasonably ex. 
pect to receive gross income for the taxable year from wages or from sources 
other than wages, in excess of amounts specified by law, or who can reasonably 
expect his estimated tax to be $40 or more, is required to file a declaration of 
esi;imated income tax. Payments of estimated tax are applied in pay'meiit of 
the tax for the taxable year. A husband and wife may make a single declaration 
jointly, and the amount of the estimated tax paid on the declaration may be 
applied in payment of the iucome tax liability of either spouse in any proportion 
they may specify. For taxable years ending on or after December 31, 1955, the 
laiv requires a declaration of estimated tax by certain corporations. See section 
0010 of the Code. 

(5) Collection of toe bp anotlicr person. — Certain miscellaneous excise taxes 
are imposed on the perso~ niaking the payment for telephone service, air trans- 
portation, and other facilities or services. Such taxes are required to be collected 
by the telephone company, airline, or other persou receiving ibe payment. All 
taxes collected iu this mauner are held by the collecting agent iu trust for the 
Uuited States until paid over to the district director of internal reveuue. If the 
person from whom the tax is required to be collected refuses to pay it, or if for 
any reason it is impossible for the collecting agency to collect the tax from such 
person, the collecting agency is requiretl to report the facts to the district director 
of internal revenue, and the tax mill then be collected by direct assessment 
against the person failing or refusing to pay the tax to the collecting agent. For 
special provisions applicable to excise taxes collected by another person, see 
$ 001. 403. 

(c) Enforcement procednre. — (1) General. — Taxes shown to be due on returns, 
deficiencies in taxes, additional or delinquent taxes to be assessed, and penalties, 
iuterest, and additions to taxes, are recorded by tbe district director or the 
director of the regional service center as "assessments". Uuder the law an 
assessment is prima facie correct for all purposes. Generally, the taxpayer bears 
the burden of disproving the correctness of an assessment. Upon assessment, 
the district director is required to effect collection of any amounts which remain 
due and unpaid. Generally, payment mitbin 10 &lays from the date of the 
notice and demand for payment is requested; homever, liayment may be required 
in a shorter period if collection of tbe tax is considered to be in jeopardy. 

(2) Levy. — If a taxpayer ueglects or refuses to pay any tax within the period 
provided for its paymeut, it is laivful for the district director to make collection 
by levy on the taxpayer's property. See section 0331 of the Code. Xo suit for 
the purpose of restraining the assessment or collection of au internal revenue 
tax may be maintained in any court, except to restraiu the assessment or col- 
lect, ion of income, estate, or gift taxes during the period withiu which tbe assess- 
nient or collection of deficiencies in such taxes is prohibited. See section 7421 
of the Code. Property taken under authority of anv revenue 1am of the United 
States is irrepleviable. 28 U. S. C. 2403. 

(3) Liens. — The United States' claim for taxes is a lien ou the taxyayer's 
proyerty at the time of assessinent. Such lien is not valid as against any 
mortgagee, pledgee, yurchaser, or judgment creditor until notice has been filed 
by the district. director. Despite such filing, the lien is not valid with respect 
to certain securities as agaiust any mortgagee, pledgee, or purchaser of such 
securities, for adequate and full consideration iu money or money's worth, who 
is without notice or lniowledge of the existence of such lieu. Certain motor, ' 

vehicle purchasers are similarly protected. A. valid lien generally continues until 
the liability is satisfied or becomes uuenforceable by reason of lapse of time; 
A. certificate of release of lieu may be issued upon the taxpayer's furnishing 
proper bond in lieu of the lien, or ivheu tbe liability is satisfied or becomes unen- 
forceable by reasou of lapse of time. The Code also coiitains additional provi- 
sions with respect to liens in the case of estate and gift taxes. For the spedfic 
rules v ith respect to liens, see subchapter C of cbayter 04 of the Code and the 
regulations thereuuder. 
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(4) Penalties. — In the case of failure to file a return within the prescribed 
time, a certain percentage of the amount of tax is, pursuant to statute, added to 
the tax unless the failure to file the return within the prescribed time is shorvn 
to the satisfaction of the district director or the director of the regional service 
center to be due to reasonable cause and not neglect. Civil penalties are also 
imposed for fraudulent returns; in the case of i~come and gift taxes, for inten- 
tional disregard of rules and regulations or negligence; and additions to the iax 
are imposed for the failure to comply with the requirements of law Ivith respect 
to the estimated income tax. See chapter 68 of the Code. Civil penalties may 
also be imposed for failure to pay the tax on liquors, cigars, cigarettes, and 
cigarette papers and tubes within the time prescribed. See chapters 51 and 52 
of the Code. Criminal penalties are inIposed for willful failure to make returns, 
keep records, supplv information, etc. See chapter 75 of the Code. 

(5) Informants' reu ards. — Payments to informers are authorized for detect- 
ing and bringing to trial and punishment persons guilty of violating the internal 
revenue laws. See section 7028 of the Code and the regulations thereunder. 
Claims for rewards should be made on Form 211. Relevant facts should be 
stated on the form, which after execution should be forwarded to the district 
director of internal revenue for the district in Ivhich the informer resides, or to 
the Commissioner of Internal Revenue, Washington, D. C. , 2022-i. 

PAR. 4. Section 601. 105 is amended by revisin«paragraph (a), sub- 
paragraphs (1), (0), (4), and subdivisions (iii) (e), (vi) (b), and. 
(vi) (e) of subparagr~aph (5) of paragraph (b), paragraph (c), sub- 
paragraphs (1) ancl (2) (i) of paragraph (d), subparagraphs (1) 
and (2) of paragraph (e), and paragraph (i). These amended pro- 
visions read as follows: 

( 601. 105 EXAMINATION OF RETURNS AND CLAIMS FOR REFUVD, CREDIT OR 

ARATEMENT; DETERMINATIDN oF CDRREGT TAx LIABII. ITY. 

(a) Processing of returns. — When the returns are filed in the ofiice of the 
district director of internal revenue or the office of the director of a regional 
service center, they are checked firet for form, execution, and mathematical 
accuracy. 5lathematical errors are corrected and a correction notice of any 
such error is sent to the taxpayer. Notice and demand is made for the payment 
of any additional tax so resulting, or refund is made of any overpayment. All 
returns are then sorted according to such classiiications and subclassifications 
as are prescribed by the uniform management directive of the Commissioner. 
The purpose of these classifications is to facilitate prompt processing of returns 
showing refunds due and returns received with insufiicient or no remittance, the 
selection of refunds for audit, and the compilation of income and other statistics. 

(b) Examination of returns. — (1) General. — The original examination of in- 
come, profits, estate, gift, excise, and employment tax returns is a primary func- 
tion of internal revenue agents in the Audit Division of the office of each district 
director of internal revenue. Such internal revenue agents are organized in 
groups, each of which is under the immediate supervision of a group supervisor 
designated by the district director. In the international enforcement program, 
which provides comprehensive audit coverage of the returns of domestic tax- 
payers engaged in substantial international activities, these agents are assisted 
by specialists from the Office of International Operations. These specialists 
assist in developing the facts bearing on international activity and in determining 
whether any change in reported taxable income should be recommended as a 
result of the inquiry. Revenue agents (and such other ofiicers or employees of 
the Internal Revenue Service as may be designated for this purpose by the 
Commissioner) are authorized to examine any books, papers, records, or memo- 
randa bearing upon matters required to be included in Federal tax returns and 
to take testimony relative thereto and to administer oaths. See section 7602 
of the Code and the regulations thereunder. There are two general types of 
audit. These are comInonly called "office audit" and "field audit". During the 
audit of a return a taxpayer may be represented before the examining officer by 
an attorney, certified public accountant, or other representative. See Subpart E 
for conference and practice requirements. 

(2) pl)ice audit. — Certain returns are examined by office audit. These are 
returns susceptible to oifice audit techniques and include certain business returns 
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in addition to the full range of nonbusiness individual income tax returns. 
Office audits are couducted either by correspondence or by office interview. The 
method employed normally depends upon the complexitV of the items questioned. 
When an examination can be conducted by either method, the convenience of 
the taxpayer generally will be the principal consideration. In a correspondence 
audit, the taxpayer is asked to supply explanations or supporting evidence by 
mail. In an office interview audit the taxpayer is asked to come to the district 
director's office for a Personal interview and to bring certain records with hiin 
in support of his return. During the audit the taxpayer has the right, of course, 
to bring to the attention of the examining officer any amounts included in his 
return which are not taxable or any deductions which he failed to claim on bis 
return. If it develops that a field audit is necessary, an appropriate transfer 
will be made. 

(4) Conclusion of aurlit. — At the couclusion of an oifice or field audit, the 
taxpayer is given an opportunity to agree with the findings of the examining 
officer. If the taxpayer does not agree, the examining officer will inform the 
taxpayer of his appeal ri hts. See paragraph (c) of this section for district 
confereuce procedure. If the taxpayer does agree with the proposed changes, the 
examining oificer will invite him to execute either Form 870 or another appro- 
priate agreement form. When the taxpayer agrees with the proposed changes 
but does not oKer to pay any deficiency or additional tax which inay be due, 
the examining officer will also invite payment (by cheek or money order), 
together with any applicable interest or penalty. If the agreed case involves 
income, profits, estate, or gift taxes, the agreement is evidenced by a waiver by 
the taxpayer of restrictions on assessment and collection of the deficiency, or an 
acceptance of a. proposed overassessment. If the agreed ease involves excise or 
employment taxes, the agreemeut is evidenced by a waiver by the taxpayer of 
his ri ht to file a claim for abatement after assessment of the additional tax, 
or by acceptance of a proposed overassessment. Even though the taxpaver signs 
an acceptance of a proposed overassessment the district director or the director 
of the regional service center remains free to assess a deficiency. On the other 
hand, the taxpayer who has iven a ivaiver may still claim a refund of any part 
of the deficiency assessed against him and paid by him, or any part of the tax 
originally assessed and paid by him. The taxpayer's acceptance of an agreed 
overassessment does not prevent his filing a claim and bringing a suit for an 
additional sum, nor does it preclude the Government from maintaining suit to 
recover an erroneous refund. As a matter of practice, however, waivers or 
acceptances ordinarily result in the closing of a ease insofar as the Government 
is concerned. 

(5) Teclinical adrice from tlute National, OI)tce. ~ ~ "' 

(iii) Requesting tecAnical adeice. — (a) It is the responsibility of the district 
office to determine whether technical advice is to be requested on any issue 
before that office. However, during the course of an examination or a con- 
ference in a district office, a taxpayer or his representative may request that 
an issue be referred to the National Office for technical advice on the grounds 
that a lack of uniformity exists as to the disposition of the issue, or that the 
issue is so unusual or complex as to warrant consideration by the National 
Office. If, in the opinion of the examining officer or conferee, the circumstances 
do not warrant such referral, he will so advise the taxpayer. 

(vi) (a) Conferencein thelgationat Office. * * * 
(b) A taxpayer is entitled, as a matter of right, to only one conference in 

the National Ofilce unless one of the circumstances discussed in (a) through (c) 
of this subdivision exists. This conference will usually be held at the branch 
level in the appropriate division in the oflice of the Assistant Commissioner 
(Technical) and will usually be attended by a person who has authoritv to 
act for the branch chief. (See )601. 201(a) (2) for the divisions involved. ) 
If more than one subject is discussed at the conference, the discussion consti- 
tutes a conference with respect to each subject. At the request of the taxpayer 
or his representative, the conference may be held at an earlier stage in the 
consideration of the case than the service would ordinarily designate. A tax- 
payer has no "right" of appeal from an action of a branch to the director of a 
division or to any other National Ofilce official. 
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(e) A taxpayer or his representative desiriug to obtain information as to 
the status of his case may do so by contacting the appropriate division in 
the office of the Assistant Commissioner (Technical). (See &j 001. 201(a) (2) 
for the divisions involved. ) 

4 

(c) District conference procednre. — (1) O)jtcs audit. — (i) In a correspoud- 
ence audit the taxpayer is informed of the examiniug otficer's proposed findings 
by a form letter. IIe is asked to sign aud returu au agreement if he accepts 
the findings. The letter also informs the taxpayer of several courses of appeal 
available to him, including a district conference and consideration of his ease 
by the regional Appellate Division. A. conference in the district director's 
ofiice will be granted the taxpaver upou request without submission of a vvritten 
protest. If no agreement is reached at the conference, the taxpayer will be 
furnished a report of the findiugs and a 30-day letter describing his further 
appeal rights. 

(ii) In an oflice interview audit the tazpayer will usually be iuformed of 
the examining oificer's findings at the interview. If no agreement is reached 
at the conference, the taxpayer is given an opportunity to request a district 
couference at the end of the interview or is invited in a 15-day letter to arrange 
for such a couference. The lmlance of the procedure in a correspondence audit 
is also applicable in an office interview audit. 

(2) Field au&tit. — (i) If, at the conclusion of an examination, the taxpayer 
does not agree with the adjustments proposed bv the ezamiuing otficer, a com- 
plete ezamination report will be prepared fully explaining all proposed adjust- 
ments. Before the report or any iuvitation to a district Audit Division 
conference is sent to the taxpayer, the ease file will be submitted to the district 
Review Staff for a thorough technical and procedural review. Following such 
review, the taxpaver will receive a copv of the examination report under cover 
of a transmittal letter (30-day letter) providing him with a detailed explanation 
of the available appeal procedure and requesting the taxpayer to inform 
the district director of his choice of action. 

(ii) If the total amount of proposed additional tax, proposed overassess- 
ment, or claimed refund does not exceed $1, 000 for any taxable year, the 
taxpayer will be granted a district Audit Division conference on request. A 
written protest is not required. 

(iii) If the amount of proposed additional tax, proposed overassessment, or 
claimed refund exceeds $1, 000 for auv taxable vear, the taxpayer, on request, 
will be granted a district Audit Divisiou conference, provided a written protest 
is filed setting forth the facts, la&v, and arguments upon which the taxpayer 
relies. 

(iv) If the issues involved are such that there appears to be little possibility 
of disposing of them in a district Audit Division conference, the taxpayer will 
be encouraged to brpass the district conference in favor of prompt consideration 
of his ease by the regioual Appellate Division. In such a ease, unless the tax- 
payer expresslv requests a district conference, the taxpaver's protest and case 
file, after preliminary screeuing by the Chief, Conference Staff, will be for- 
warded to the regional A. ppellate Division. 

(v) Ordinarilv, the examining officer mill not attend the district Audit Divi- 
sion conference. 

(vi) Changes made by the Confer:iice Staff in the proposals set forth in the 
examining oificer's examination report will be reiiected in a Conference Audit 
Statement which will be forwarded to the taxpayer to inform him of chauges 
made and to serve as a. supplemeut to the examiuatiou report. 

(vii) The determination of the Conference Staff v. ill uot be submitted to the 
district Rev' w Staff for review. 

(3) Scope of district conference procedure. — The confererce procedure de- 
scribed in this paragraph is applicable in the determination of any liability in 
respect of income, profits, estate, gift. , ezcise, or eruployment taxes. This 
procedure, however, is not applicable in thc determination of liability for any 
excise tax imposed by subtitle E of the Iuterual Reveuue Code (relating to 
alcohol, tobacco, machine guns aud certain other firearms), or by subchapter D 
of chapter 78 (relating to certain import taxes) iusofar as it relates to alcohol 
and tobacco. The procedure described in this para raph does not applv iu any 
case where criminal prosecutiou is under consideratiou. or in any case iu which, 
in the discretion of the district dir« &or of iuterual revenue. the Government's 
interest would be prejudiced thereby. &or does this proce&lure preclude the 

9D6 666 — 66 — 67 
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taking of appropriate action where the assessment or collection of the tax is in 
jeopardy. See paragraph (h) of this section. 

(4) Itutes yoverniny district conferences. — The objective of the district con- 
ference procedure is to give taxpayers a greater opportuuity to reach an early 
agreement with respect to disputed items arising from oflice and field audits. If the taxpayer is represented at a district conference, see the conference and 
practice requirements of Subpart E. In conduct of conferences, it is tlie duty 
of the conferee (i) to conduct the conference in accordance with the objectives of 
the conference procedure, (ii) to provide the taxpaver a fair and courteous 
hearing at which the taxpayer may discuss the issues, (iii) to make certain that 
all pertinent facts are included in the record and are considered in arriving at 
the proposed recommendation, (iv) to make certain that the pertinent provisions 
of the Internal Revenue Code are applied in arriving at the proposed recom- 
mendation and that the proposed recommendation is in accord with the inter- 
pretations of the Internal Revenue Service as expressed in regulations and 
rulings, and (v) to explain fully to the taxpayer the conclusions reached and the 
reasons therefor. If an agreement, with the taxpayer is reached at the confer- 
ence, the taxpayer will be requested to execute Form 870 or another appropriate 
agreement form. Any deficiency in tax or additional tax proposed will then be 
assessed, or any overpayment will be credited or refunded. 

(fi) Settleznent authority. — The authority of the Chief, Conference Staff, 
may be extended to include the settlement of selected issues on a basis reiiecting 
au evaluation of litigating hazards, provided a substantially identical issue has 
been previously so disposed of by a regional Appellate Division. This procedure 
applies only if the total amount of proposed additional tax, proposed overassess- 
ment, or claimed refund does not exceed $1, 000 for any year. 

(d) Thirty-day letters and protests. — (1) Generab — The report of the exam- 
ining officer, as approved after review, recommends one of four determinations: 

(i) Acceptance of the return as filed and closing of the ease; 
(ii) Assertion of a given deficiency or additional tax; 
(iii) Allowance of a given overassessment, with or without a claim for 

refund, credit, or abatement; 
(iv) Denial of a claim for refund, credit, or abatement which has been 

filed and is found wholly lacking in merit. 
In an unagreed case, the district director sends to the taxpayer a preliminary 
or "80-day letter" if any one of the last three determinations is made (except 
a full allowance of a claim in respect of any tax). The 80-day letter is a form letter which states the determination proposed to be made. It is accompanied 
by a copy of the examining oificer's report explaining the basis of the proposed 
determination. It suggests to the taxpayer that if he concurs in the recom- 
mendation, he indicate his agreement by executing and returning a waiver or 
acceptance. The preliminary letter also informs the taxpayer of his appeal rights if he disagrees with the proposed determination. If the taxpayer does not respond to the letter within 80 days, a statutory notice of deficiencv will 
be issued or other appropriate action taken, such as the issuance of a notice of adjustment, the denial of a claim in income, profits, estate, and gift tax 
eases, or an appropriate adjustment of the tax liability or denial of a claim 
in excise and employment tax cases. 

(2) Protests. — (i) No written protest is required to obtain a district Audit 
Division couference in an office audit case. However, in a field audit case a 
wifitten protest is required to obtain a district conference if the total amount of proposed additional tax, proposed overassessment or claimed refund exceeds 
$1, 000 for auy taxable year. A. written protest is required in every ease in which 
the taxpayer requests Appellate Division consideration. Instructions for the 
preparation of protests are sent with the preliminary letter. 

(e) Ctainzs for refund or credit. — (1) After payment of the tax a taxpayer 
may (unless he has executed an agreement to the contrary) contest the assess- 
ment by filing a claim for refund or credit for all or any part of the amount, 
paid, except as provided in section 0812 of the Code with respect to certain 
taxes determined by the Tax Court, the decision of which has become final 
A claim for refuud or credit is made on Form 848, which is obtainable from 
the district director. Generally, the claim, together with the appropriate sup- 
porting evidence, must be filed in the office of the district director for the 
district in which the tax was paid. A claim for refuml or credit must be filed 



within the. applicable statutory period of limitation. In the case of individuals 
a properly executed income tax return may, if the taxpayer elects, operate 
as a claim for refund or credit of the amount of the overpayment disclosed by 
such return. If an individual income taxpayer files Form 1040A as a return 
and properly elects to have the tax computed by the district director or the 
director of the regional service center, such return operates automatically as 
a claim for refund for the amount of any overpayment disclosed by such 
computation. 

(2) Generally, claims for refund or credit are iuvestigated and cousidered 
by the Audit Division of the district director's office. The procedure applicable 
to the determination of correct tax liability upon the basis of a claim for refund 
or credit filed by the taxpayer is substantially the same as the procedure appli- 
cable to the original determination of tax liability upon the basis of a return 
filed by a taxpayer. See $ 601. 108 for procedure for review of proposed over- 
payment exceediug $100, 000 of income, estate, and gift taxes. 

v 

(i) Regional post reviewer of examined cases. — Regional commissioners review 
samples of the examined eases closely in their district ofiices to assure uniformity 
throughout their districts in the application of the provisions of the Code, 
regulations, and rulings, as well as the general policies of the Service. The 
Audit Division of the National Oflice in a similar ruanner reviews samples of 
the examined cases closed in the Office of International Operations. In certain 
circumstances, such as where substantial errors are found or where there is 
evidence of fraud or collusion, the regional commissioner has authority to 
reopen the case. When a re-examinatiou of books and records is necessary, 
Form 2766, Notice of Re-examination, will be delivered to the taxpayer at the 
time the re-examination is begun. 

PAR. 5. Section 601. 106 is amended. by revising paragraphs (a) (1), 
(b), and (c), by adding a new subdivision (iii) to paragraph (d) (9), 
and. by revising subparagraphs (8), (5), and (0) of paragraph (f). 
These amended and added provisions read as follows: 

Ij 601. 106 ArPELLATE FUNCTIONS. 
(a) GeneraL — (1) There is provided in each region an Appellate Division 

with office facilities within the region. Unless they otherwise specify, taxpayers 
residing outside the territorial limits of the regional Appellate Divisions use the 
facilities of the Washington, D. C, , branch office of the Appellate Division of the 
Mid-Atlantic Region. Subject to the limitations set forth in subparagraphs 
(2) and (6) of this paragraph, the Commissioner has delegated to certain 
ofilcers of the Appellate Division of each region authority to represent the 
regional commissioner in his exclusive and final authority for the determination 
of Federal income, profits, estate, or gift tax liability (whether before or after 
the issuance of a statutory notice of deficiency), and for the determination of 
employment or certain Federal excise tax liability in any ease originatiu in 
the office of any district director situated in the region, or in any case in which 
jurisdiction has been transferred to the region, in which the taxpayer has 
protested the determiuation of liability made by that officer and no agreement 
has been reached. The Appellate Division has complete jurisdiction of every 
income, profits, estate, or gift tax case after the issuance of the statutory 
notice of deficiency, subject to the limits. tions provided in subparagraph (2) 
of this paragraph. After the filing of a petition in the Tax Court the Ap- 
Pellate Division continues to have exclusive jurisdiction of the case, subject 
to the provisions of subparagraph (2) of this paragraph. Subject to the ex- 
ceptions and limitations set forth in subparagraph (2) of this paragraph, there 
is also vested in the Appellate Division of the region authority to represent 
the regional commissioner in his exclusive authority to settle (i) all cases 
docketed in the Tax Court of the United States and desiguated for trial at any 
Place within the territory comprising the region and (ii) all docketed cases 
originating in the oifice of any district director situated within the region 
or in which jurisdiction has been transferred to the region, which are designated 
for trial at Washington, D. C. , unless the petitioner resides in and his books 
aud records are located (or can be made available) in the region which includes 

Washington, D. C. 
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(b) Initiation of proceedings before thc Appellate Division. — In any case in 
which the district director has issued a preliminary or "80-day letter" and the 
taxpayer files a written protest (see paragraph (c) (1) of g 601. 108 and g 601. 509) 
against the proposed determination of tax liability, except as to those taxes 
described in paragraph (a) (8) of this section, the taxpayer has the right (and 
will be so advised by the district director) of administrative appeal to the re 
gional office of the Appellate Division. Organizations such as labor unions and 
trade a. ssociations which have been examined by the district director to determine 
the amounts expended by the organization for purposes of lobbying, prpmptipn 
or defeat of legislation, political campaigns, or propaganda related to thpse 
purposes are treated as "taxpayers" for the purpose of this right of administra- 
tive appeal. Thus, upon filing a protest to the district director's findings that 
a portion of member dues is to be disallowed as a deduction to each member 
bees. use expended for such purposes, the organization will be aftorded full 
rights of administrative appeal to the Appellate Division of the region similar 
to those rights afforded to taxpayers generally. After review of any protest 
by the district director, the case and its administrative record are referred to 
the Appellate Division. Xo taxpayer is required to submit his case to the 
Appellate Division for consideration. Appeal is at the option of the taxpayer. 
A request for administrative appeal to the Appellate Division will not be 
denied because no district conference was held in the district director's pffice. 
After the issuance by the district director of a statutory notice of deficiency, 
upon the ta--payer's request, the Appellate Division may take up the case for 
settlement and may grant the taxpaver a conference thereon. Except in unusual 
circumstances, however, no conference will be granted prior to the filing of 
a petition in the Tax Court for a redetermination of the deficiency proposed 
in the statutory notice. 

(c) Nature of proceedings before the Appellate Di ision. — Proceedings before 
the Appellate Division are informal. Testimony under oath is not taken, al- 
though matters alleged as facts may be required to be submitted in the form of 
atfidavits, or declared to be true under the penalties of perjury. Taxpayers may 
appear in person or by or with a representative. See Subpart E for conference 
and practice requirements. At any conference granted by the Appellate Division 
on a nondocl-eted case, the district director will be represented if he and the Ap- 
pellate Division ofiicial having settlement authority deem it advisable. At any 
such conference on a case involving the ad valorem fraud penalty, the regional 
counsel will be represented if he so desires. 

(d) Disposition and settlcnrcnt of cases before the Appellate Division. '" * * 

(2) Cases docketed in the Taz C'onrt. i' "" 'i 

(iii) If the deficiency notice in a case docketed in the Tax Court was not issued 
by the Appellate Division and no recommendation for criminal prosecution is 
pending, the case will be referred by the regional counsel to the Appellate Division 
for settlement as soon as it is at issue in the Tax Court. The settlement proce- 
dure shall be governed by the following rules: 

(a) The Appellate Division will ar~range a conference for settlement purposes 
promptlv after receipt of the file. Except in unusual circumstances, the regional 
counsel will be represented at the conference and v ill actively participate in it. 

(b) If a settlement is agreed upon by the Appellate Division and the regional 
counsel as a result of a conference with the taxpayer, the stipulation of settlement 
will be prepared and filed ivith the Tax Court without delay. 

(c) If no settlement is reached at a conference with the taxpayer, the file will 
be returned promptly to the regional counsel for preparation for trial and the tax. 
payer will be so advised by alqiropriate letter by the Appellate Division. 

(d) In the event of disagreement between the Appellate Division and the re- 
gional counsel as to the settlement of the case, any issue in the case, or with re- 
spect to the amount of a. counter offer which should be made, efforts will be made 
to resolve the matter quickly. If agreement cannot be reached the case will 
promptly be referred in writing to the Chief Counsel for decision. 

(e) During the period between receipt of the Tax Court's "Trial Status Order" 
(usually issued from 60 to 90 days in advance of the issuance of the trial calen- 
dars and the receipt of tlie trial calendar (usually issued about 90 days in advance 
of the opening date of the trial calendar) the Appellate Division will conclude 
settlement negotiations on any case not previously settled or referred to the 
regional counsel. 

(f) In order to enable the regional counsel to prepare the case for trial and 
stiliulatc the undisputed facts in any case on the trial calendar which has not 
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been settled, the Appellate Division will ordinarily, upon receipt of the trial 
calendar, return to the regional counsel any file still iu its possession in any case 
on the calendar. Concurrent with any such return of the file, the Appeilate 
Division will advise the taxpayer by letter that, siuce settlement ne otiations 
have not been productive, the ease is being referred to the regional counsel for 
preparation for tria'. . 

(g) Upon receipt of the trial calendar, the regional counsel will address an ap- 
propriate letter to the taxpayer in each case on the calendar. which has not been 
settled, or where the file has been retained by the Appellate Division, or in which 
the parties are not then negotiating a stipulation of facts. This letter vill ar- 
range or suggest a conference at an early date for the purpose of stipulating facts, 
as required by Rule 81(b) of the Tax Court, to clarify and, if possible, limit 
the issues. 

(l~) Any request for conferences received after receipt of the trial calendar 
will be referred to the regional counsel. 

(f) Conference and, practicerequirenaents. * * "'- 

(8) Rule III. — Where the Appellate Division conferee recommends accept- 
ance of the taxpayer's proposal of settlement, or, in the absence of a proposal, 
recommends action favorable to the taxparer, and said recommendation is dis- 
approved in whole or in part by a reviesving officer in the Appellate Division, the 
taxpayer shall be so advised and upou written request shall be accorded a con- 
ference with such reviewing ofiicer. The Appellate Division may disregard this 
rule where the interest of the Government would be injured by delay, as for 
example, in a ease involving the imminent expiratiou of the statute of limitations 
or the dissipation of assets. 

(5) Rule V'. — In order to bring before the Appellate Division an unagreed in- 
come, estate, or gift tax case in prestatutory notice status, an unagreed employ- 
ment or excise tax case, or an offer in compromise, the taxpayer or his represent- 
ative must first file with the district director a written protest settin forth 
specifically the reasons for his refusal to accept the district director's findings. If 
the protest includes a statement of facts upon which the taxpayer relies, such 
statement must be declared to be true under the penalties of perjury (see para- 
graph (c) (1) of ) 601. 108 and $ 601. 600). The protest and any new facts, law, 
or arguments presented therewith will be reviewed by the district director for the 
purpose of deciding whether further development or action is required prior to 
referring the case to tbe Appellate Division. Where the Appellate Divisiou has an 
issue under consideration as a result of the filing of a protest or Tax Court peti- 
tion, it may, Ivith the concurrence of the taxpayer, assume jurisdiction in a re- 
lated case without the necessity of an additional protest, after the district di- 
rector has completed any necessary action. The Director, Appellate Division. 
may authorize the regional Appellate Division to accept jurisdiction (after any 
necessary action by the district director) in specified classes of cases v. ithout o 
written protest, provided o. written request for Appellate Division consideration 
Is submitted by or on behalf of ea h taxpaver. 

(9) Ruie IX'. — Prior to the opening date of the session of the Tax Court at 
which the case is on the calendar for trial (or the opening date of any pre-trial 
hearing or report session) a toxpaver may request the reopening or resumption 
of settlement conferences in a docl-eted ease, before the Chief, Vssociate Chief, 
or the Assistant Chief, iin charge of an Appellate Division branch office, and 
whenever such request is granted the Appellate conferee who originally considered 
the case shall ordinarily be present and participate in any conference. 

PAR. 6. Paragraph (a) (2) of section 601. 107 is amended to read 
as follows: 

$ 601. 107 ExcEss PRoFITs TAX CorxcIL; APPELLATE FL xcTIoxs AFD PRDOE- 

DDBEs UNDER SEcTICÃ 722 QF THE IFTEBXAI. REvEXL E CoDE oF 1089. 
(a) General. ~ "'' * 
(2) The rules bearing upon tbe procedure applicable with re. pect to section 

722 of tbe 1980 Code are found in Re ulations 100 (26 CFR, 1088 Ed. aIId SDPPs. , 
Part, 80) and Regulations 112 (26 CFR, 1088 Ed. Snd Supps. , Part 80), There bas 



a', so been published "Bulletin on Section 722 of the Internal Revenue Code", 
copies of which niay be obtained from the Superintendent of Documents, Govern- 
ment Printing Office, Washington, D. C. , 20402. Practice and conference proce- 
dure before the Council is also governed by the requirements of Subpart E. 

A 

PAn. 7. Section 601. 108 is amended to read as follows: 

$ 601. 108 Rzvizw or OvzRP~YMKNTs ExczzDINs $100, 000. 
(a) General. — Section 6405(a) of the Code provides that no refund or credit 

of income, profits, estate, or gift taxes in excess of $100, 000 may be made until 
80 days after a report has been made to the Joint Committee on Internal Rev 
enue Taxation. Taxpayers in cases requiring review by the Joint Committee are 
afforded the same district conference and appeal rights as other taxpayers. In 
general, these cases follow regular procedures, except for preparation of reyorts 
to and review by the Joint Committee. 

(b) Reports to Joint Committee. — In any case in which no protest is made to 
the Appellate Division and no petition docketed in the Tax Court, the report to 
the Joint Committee is prepared by a Joint Committee Coordinator, who is an 
Audit Division regional specialist. In eases in which such a protest has been 
made or such a petition docketed, the report to the Joint Committee is prepared 
by an Appellate Division conferee. 

(c) Procedure after report to Joint Committee. — After comyliance with sec- 
tion 6405 of the Code, the case is processed for issuance of a certificate of over- 
assessment, and payment or credit of any overpayment. If the final 
determination involves a rejection of a claimed overpayment in whole or in part, 
a statutory notice of disallowance will be sent by certified or registered mail to 
the taxpayer, except where the taxpayer has filed a written waiver of such notice 
of. disallowance. 

PAII. 8. Section 601. 100 is amended by revising subparagraphs (1) 
and (8) of paragraph (b). These amended provisions read as 
follows: 

$ 601. 109 BAÃKRUPTUY Evn RzczivzzsIIIP CksKs. 

(b) Procedure iii office of district director. — (1) While the district director is 
required by section 6871 of tbe Code to make immediate assessment of any defi- 
ciency in income, estate, or gift taxes, such assessment is not made as a jeopardy 
assessment (see paragraph (h) of 5 601. 105), and the provisions of section 6861 
of the Code do not apply to any assessment made under section 6871. Therefore, 
the notice of deficiency provided for in section 6861(b) will not be mailed to the 
taxpayer. ivlevertheless, a letter (Form 7900) will be prepared and addressed in 
the name of the taxpayer, immediately followed by the uame of the trustee, 
receiver, debtor in possession, or other person designated to be in control of the 
assets or affairs of the debtor by the court in which the banl-ruptcy or receiver- 
ship proceeding is pending. Such letter will state how the deficiency was 
computed, advise that within 80 days a written protest under penalties of perjury 
mav be filed with the district director showing v:herein the deficiency is claimed 
to be incorrect, and advise that upon request a district conference will be granted 
with respect to such deficiency. If, after protest is filed and a district confer- 
ence is held, adjustment appears necessary in the deficiency, appropriate action 
will be taken. Except where the interests of the Government require otherwise, 
Form 7900 letters are issued by the office of the district director. If at tbe time 
of the adjudication of bankruptcy in a liquidating proceeding, the approval of a 
petition iri any other proceeding under the Bankruptcy Act, or appointment of a 
receiver, a case was pending before the Tax Court, the yrescribed Form 7900 
letter will not advise the addressee of- any right to request a conference in the 
office of the district director. Protests must be filed in triplicate. The district 
conference procedures described in paragraph (c) of $601. 106 are generally 
aliplicable to a district conference held after the issuance of a Form 7900 letter. 

(8) If after such assessment a claim for abatement is filed and such claim is 
accompanied bv a request in writing for a conference, a district conference in 
the oflice of the district director of internal revenue will be granted. Ordinarily, 
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only one conference will be held, unless it develops that additional inforniation 
can be furnished mhieh has a niaterial beariug upon the tax liability, in which 
event the conference will be continued to a later date. 

pAR. 9. Section. 601. 201 is amended by revising subparagraphs (1), 
(2), and (6) of paragraph (a), paragraph (c) (4), subparagraphs (2), 
(6), (7), and (9) of paragraph (e), paragraph (f) (2), subpara- 
graphs (1), (7), and (8) of paragraph (l), paragraph (m), and sub- 
paragraphs (2) and (11) (i) and (ii) of paragraph (n). These 
amended provisions read as follows: 

$ 601. 201 RULINGS AND DETEIIAIINATION LETTERB. 
(a) General practice and definitions. — (1) It is the practice of the Internal 

Revenue Service to answer inquiries of individuals and organizatious, wheu- 
ever appropriate in the interest of sound tax administration, as to their status 
for tax purposes and as to the tax effects of their acts or transactions. Oae of 
the functions of the Natioual Otfiee of the Internal Revenue Service is to issue 
rulings in such matters. District directors apply the statutes, regulations, Reve- 
nue Rulings, and other precedents published in the Internal Revenue Bulletin in 
the determination of tax liability, the collection of taxes, and the issuance of 
determination letters in auswer to taxpayers' inquiries or requests. Eor pur- 
poses of this section any ref'erenee to district director or district oiiice also 
includes, where appropriate, the oflice of the Director, Offlee of International 
Operations. 

(2) A "ruling" is a written statemeut issued to a taxpayer or his authorized 
representative by the Xational Office which interprets and applies the tax laws 
to a specifi set of fact. -. Rulings are issued only by the National Office. The 
issuance of rulings is uuder the general supervision of the Assistant Commis- 
sioner (Technical) and has been largely redelegated to the Directors of three 
divisious: Director, Income Tax Division; Director, Exempt Orgauization and 
Pensiou Trust Divi;ion; aud Director, illiscellaneous Tax Division. 

A 

(6) A "closing agreemeut", as the term is used in this section, is an agreement 
between the Commissioner of Internal Revenue or his delegate and a taxpayer 
with respect to a sp cific issue or issues entered into pursuant to the authority. 
contained in section 1121 of the Code. Such a closing agreement is based on a 
ruling which has been signed by the Comraissioner or his delegate and in which 
the Commissioner or his delegate indicates that he will enter into a closing 
agre ment on the basis of the holding of the ruling letter. Closing agreements 
are final and conclusive except upon a showing of fraud, malfeasance, or mis- 
representation of a material fact. They may be entered into where it is advan- 
tageous to have the matter permauently and conclusively closed, or where a 
taxpayer can show good and sufficient reasons for an agreement and the 
Government will sustain no disadvantage by its consummation. 

(e) Determination letters issued by district directors of internal revenue. ":- "'- ~ 

(4) Xotwithstandiag the provisions of subparagraphs (1), (2), (6), (6), 
and (6) of this paragraph, a district director mav not issue a determination 
letter in response to an inquiry, although the inquiry presents a question covered 
specificall by statute, regulations, rulings, etc. , published in the Internal Rev- 
enue Bul'etin, where (i) it appears that the taxpayer has directed a similar 
uiquiry to the Xational Office, (ii) the identical issue is pending in a ease 
before the Appellate Division, (iii) the determination letter is requested by 
an industry, trade association, or similar group, or (ir) the request involves 
an industry-wide problem. I ader no circumstances will a district director issue 
a determination letter unless it is clearly indicated that the inquirv is with 
regard to a taxpayer or taxpayers who have filed or are required to file 
returns in the district under . his supervision. Xotwithstanding the provision 
of subparagraph (6) of this para, raph, a district director may not is ue a 
determination letter on an emplovment tax question when the specifi question 
involved has been or is being considered by the Xational Otfice of the Social 
Security Admiuistration. Xor mav district director- issue deieruiination let- 
ters on excise tax questions if the request is for a deteriuination of fair mar)Iet 
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price under section 4216(b) or 4218 of the Code. However the National Offici 
will issue rulings in this area, See paragraph (d) (8) of this section. 

(e) Instructions to taxpayers. ~ s * 
(2) Each request for a iletermination letter or a ruling must contain a coin 

ylete statement of facts relating to the transaction. This includes, but is no1 
necessarily limited to, the names, addresses, and taxpayer account numbers oi 
all interested parties; the district oflice where each files or will file its returr 
or report; a full and precise statement or" the business reasons for the trans 
actions; and true copies of all contracts, wills, deeds, agreements, or othei 
documents involved in the transaction. The request must contain a statemeni 
whether, to the best of the knowledge of the taxpayer or his representative, thy 
identical issue is being considered by any field otfice of the Service in con 
nection with an active examination or audit of a tax return already filed. Sucl 
statement will enable the Service to rule with full knowledge of the conse. 
quences of the ruling. Where the request pertains to only one step of a largei 
integrated transaction, the facts, circumstances, etc. , must be submitted wit)i 
respect to the entire transaction. (The term "all interested parties" is not tc 
be construed as requiring a list of all shareholders of a widely held corpora. 
tion requesting a ruling relating to a reorganization, or a list of employee» 
where a large number may be involved in a plan. ) As documents and exhibit» 
become a part of the Internal Revenue Service file and cannot be returned, the 
original documents should not be submitted. When documents and exhibits ars 
submitted, they must be accompanied by an analysis of their bearing on ths 
issue or issues, specifying the pertinent provisions. If the request is with respect 
to a corporate distribution, reo. ganization, or other similar or related trans. 
action, the corporate balance sheet nearest the date of the transaction should 
be submitted. (If the request relates to a prospective transaction, the most 
recent balance sheet should be submitted. ) 

(6) A request for a ruling by the National OiTice should be addressed tc 
the Commissioner of Internal Revenue, Washington, D. C. , 20224. A request 
for a determination letter should be addressed to the district director of interna1 
revenue for the district with which the tax return of the taxpayer has beeii 
filed or is required to be filed. See also para raphs (n) and (o) of thi» 
section. 

(7) Any request for a ruling or a determination letter which does not comply 
with all the provisions of this section will be acknowledged, pointing out the 
requirements which have not been met. See Subpart E for power of attorney 
requirements. 

(9) It is the practice of the Service to process requests for rulin s or determi 
nation letters in regular order and as expeditiously as possible. Compliant 
with a request for consideration of a yarticular matter ahead of its regulai 
order, or by a specified time, tends to delay the disposition of other matters 
Requests for processing ahead of the regular order, made in writing and show 
ing clear need for such treatment, will be given consideration as the particulai 
circumstances warrant. However, no assurance can be given that any rulin& 
or determinatiou letter will be processed by the time requested. Requests b& 

telegram will be treated in the same manner as requests by letter. Ruling' 
and determination letters ordinarily will not be issued by telegram. A taxpavei 
or his representative desiring to obtain information as to the status of hi' 

case may do so by contacting the appropriate division in the otfice of thi 
Assistant Commissioner (Technical) . 

IC 

(f) Conferences in the Eationat Office. * s' ~ 

(2) A taxpaver is entitled as a matter of right, to only one conference ii 
the National Office unless one of the circumstances discussed in this paragrap1 
exists. This conference will usually be held at the branch level of the appro 
priate division in the oifice of the Assistant Commissioner (Technical) and wil 
usually be attended by a person vvho has authority to act for the branch chiei 
(See $ 601. 201(a) (2) for the divisions involved. ) If more than one subject i 
to be discussed at the conference, the discussion will constitute a conferenc 
with respect to each subject. At the request of the taxpayer or his representativ& 
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the conference may be held at an earlier stage in the consideration of the ease 
than the Service would ordinarily designate. Xo taxpayer has a "right" to 
appeal the action of a branch to a Division Director or to any other official of 
the Service. 

(1) Effect of rulings. — (1) A ruling, except to the extent incorporated in a 
closing agreement, may be revoked or modified at any time in the wise admin- 
istration of the taxing statutes. See paragraph (a) (6) of this section for the 
effect of a closing agreement. If a ruling is revoked or niodified, the revocation 
or modification applies to all open years under the statutes, unless the Assistant 
Commissioner (Compliance) or the Assistant Commissioner (Technical) exer- 
cises the discretionary powers delegated to him under section 7805(b) of the 
Code to limit the retroactive effect of the ruling. The Assistant Commissioner 
(Compliance) exercises such powers with respect to rulings concerning alcohol, 
tobacco and firearms taxes other than the manufacturers excise tax on fire- 
arms arising from the application of sections 4181 and 4182 of the Code. The 
Assistant Commissioner (Technical) exercises such powers with respect to rul- 
ings issued by or pursuant to authorization from him relating to the internal 
revenue laws concerning taxes other than those for which the Assistant Com- 
missioner (Compliance) has responsibility. The manner in which such Assistant 
Commissioners generally ivill exercise this power is set forth in this paragraph. 
With reference to rulings relating to the sale or lease of articles subject to the 
manufacturers excise tax aud the retailers excise tax, see specifically subpara- 
graph (8) of this paragraph. 

A 

(7) If a ruling is issued covering a continuing action or a series of actions 
and it is determined that the ruling was in error or no longer in accord with 
the position of the Service, the appropriate Assistant Commissioner ordinarily 
will limit the retroactivity of the revocation or modification to a date not earlier 
than that on which the original ruling was modified or revoked, To illustrate, 
if a taxpayer rendered service or provided a facility which is subject to the 
excise tax on services or f'acilities, and in reliance on a ruling issued to the 
same taxpayer did not pass the tax on to the user of the service or the facility, 
the appropriate Assistant Commissioner ordinarily will restrict the retroactive 
application to the revocation or modification of the ruling. 

(8) A ruling holding that the sale or lease of a particular article is subject 
to the manufacturers excise tax may not revoke or uiodify retroactively a prior 
ruling holding the sale or lease of such article was uot taxable, if the taxpaver 
to whom the ruling was issued, in reliance upon such prior ruling, parted with 
possession or ownership of the article without passing the tax on to his customer. 
Section 1108 (b), Revenue Act of 1926. 

(m) Effect of determination letters. — A determination letter issued by a dis- 
trict director, in accordance with this section, shall be given the same effect 
upon examination of the return of the taxpayer to whom the determination 
letter was issued as is described in paragraph (1) of this sectiou, in the ease 
of a ruling issued to a taxpayer, except that reference to the National Office 
is not necessary where, upon the examination of the return, it is the opinion 
of the district director that a conclusion contrary to that expressed in tl e deter- 
mination letter is indicated. A. district director mav not limit the modification 
or revoca. tion of a determination letter, but mar refer the matter to the Na- 
tional Office for exercise by the Assistant Commissioner (Technical) of his 
authority to limit the modification or revocation. 

(n) Organization, claiming exemption under section 501 or 521 of the 
Oode 

(2) Requests other thau in the form of an application for exemption, involving 
the provis ons of section 502 of the Code relating to feeder corporations, section 
508 relating to prohibited transactions, section 504 relating to accumulation or 
income, or sections 511 through 515 relating to unrelated business income, should 
be forwarded to the Commissioner of Internal Revenue, Washington, D. C. , 
20224. Iii this connection see subpara raph (7) of this para 'raph and para- 
graphs (a) ihrough (in) of this section. 
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(11) (i) If a district director concludes, in the course of examining an in- 
formation return, or from any other source, that a ruling or a determination 
letter holding an organization to be exempt should be revoked or modified, the 
organization will be advised in writing of the proposed action and the reasons 
therefor. The district office will also advise the organization of its rights to pro- 
test the proposed action by submitting a statement of facts, law, and arguments 
in support of its continued exemption, and of its rights to a conference in the dis- 
trict offtce. 

(ii) If the organization agrees with the proposed action, either before or 
after a district conference, or if no protest is filed, the district director will advise 
the organization in writing of the revocation or modification of the exemption 
status. 

'J 

PAR. 10. Section 601202 is amended by revising paragraphs (b), 
(c), and (d). These amended provisions read as follows: 

$ 601. 202 CLOBIÃG AGREEMEKTs. 

(b) Use of prescribed forms. — In cases in which it is proposed to close con- 
clusively the total tax liability for a taxable period ending prior to the date 
of the agreement, Form 666, Agreement as to Final Determination of Tax 
Liability, will be used. In cases in which agreement has been reached as to 
the disposition of one or more issues and a closing agreement is considered 
necessary to insure consistent treatment of such issues in any other taxable 
period Form 906, Closing A. greement as to Final Determination Covering Specific 
Matters, generally will bc used. A request for a closing agreement which 
determines tax liability may be submitted at any time before the determination 
of such liability becomes a matter within the province of a court of competent 
jurisdiction. The request should be submitted to the district director of in- 
ternal revenue with whom the return for the period involved was filed. How- 
ever, if the matter to which the request relates is pending before an otfice of 
the Appellate Division, the request should be submitted to that office. A request 
for a closing agreement which relates only to a subsequent period should be 
submitted to the Commissioner of Internal Revenue, Washington, D. C. , 20224. 

(c) Revieto anif approva/. — All closing agreements initiated in the field offices 
are reviewed in the Appellate Division of the National Office. After review in 
the Appellate Division these closing agreements are referred to the Oflice of the 
Assistant Commissioner (Compliance) as authorized in Delegation Order 97 
(Rev. 1), I. R. B. 1966 — 40, 28 [C. B. 196o — 2, 862]. After approval of a closing agree- 
ment afiecting or relating to tax liability for a period ending subsequent to the 
date of the agreement, the appropriate regional commissiouer or district director 
is fully advised as to the basis of the agreement in order that, by the maintenance 
of proper controls, the Government may be insured against loss through the 
failure to give efiect to all terms thereof in the determination of taxes for periods 
ending subsequent to the date of the agreement. 

(d) Appncability of rsl~np requirements. — The requirements relating to re- 
quests for rulings (see 5 601. 201) shall be applicable with respect to requests for 
closing agreements pertaining to future periods only (see paragraph (b) of 
$ 601. 202) . 

PAR. 11. Section 601. 208 is amended by revising paragraph (a) (1), 
subdivisions (iii) and (iv) of subparagraph (1) and subparagraphs 
(8) and (4) of paragraph (c), and paragraph (d). These amended 
provisions read as follov-s: 

ij 601. 208 OFFERS IiV COIIPRoi&ISE. 
(a) General. — (1) The Commissioner may compromise, in accordance vith 

the provisions of section 7122 of the Code, any civil or criminal case arising under 
the internal revenue laws prior to reference to the Department of Justice for 
prosecution or defense. Certain functions of the Commissioner with respect to 
compromise of civil cases involving liability under $100, 000, and of certain spe- 
cific penalties involving only the regulatory provisions of the Code and related 
statutes, have been delegated to district directors. In civil cases involving 
liability of pfi00 or over and in criminal cases the functions of the General 
Counsel are performetl by the Chief Counsel for the Internal Revenue Service, 
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In certain cases these functions are performed in the Xational Office and in 
other cases by Regional Counsel. (See also paragraph (c) of this section. ) 

(c) Consideration, of offer. — (1) 
(iii) Accept the offer if it involves a civil liability of 6100 or more, but less 

than $100, 000, or involves a specific penalty (including in the case of uarcotics, 
smoking opium, and marihuana taxes ouly those specific peualties which involve 
delinqueucy in registration or delinquen& y in payment), and the regional Coun- 
sel concurs in the acceptauce of the offer, or 

(iv) Recommeud to the Xutional Oifice the acceptance of the ofTer if it involves 
a civil liability of $100, 000 or over. 

(3) The district directors are authorized to reject any ofter in compro&nise 
referred for their consideration. unacceptable oiTers considered by the Chief 
Counsel, regional counsel, or the Appellate Division are also rejected by district 
directors. If an offer is not acceptable, the taxpayer is promptly notified of the 
rejection of that offer. If an offer is rejected, the sum submitted with the oiTer 
is returned by the district director to the proponent, unless the taxpayer, in 
submitting the offer, authorized the district director to retain the sum submitted 
with the offer. A selective post review of oiTers rejected by a district director 
involving liabilities totaling, ';G, 000 or more is made 1&y each regional commis- 
sioner. A selected post review of oi'fers rejected by the Director of International 
Operations involving liabilities totaling (&5, 000 or more is made by the Audit 
Division of the Xational Office. 

(4) If an offer involviug unpaid liability of $100, 000 or more is considered 
acceptable bv the ofilce having jurisdiction over the offer, a recommendation for 
acceptance is forwarded to the Audit Division in the Xatioual Office for review. 
If the Audit Division approves the recommeudation for acceptance, the oiYer is 
forwarded to the Office of the Chief Counsel for approval. After approval bv 
the Office of the Chief Couusei, it is forwarded to the ComInissioner for accept- 
ance. The taxpayer is notified of the acceptance of the offer in accordance with 
its terms. Acceptance of an oiTer in compromise of civil liabilities does not 
remit criminal liabilities, nor does acceptance of an ofTer in compromise of 
criminal liabilities remit civil liabilities. 

(d) Conferences. — Before filing a formal ofTer in compromise, a taxpayer may 
request a conference in the ofiice which would have jurisdiction of the offer filed 
by him for the purpose of exploring the possibilities of corupromisiug the mtpaid 
tax liability. A conference may also be requested by the taxpayer in the office 
v hich has jurisdiction of the oiTer filed bv him after all iuvestigations have 
been made for the purpose of determining the amount &vhich may be accepted 
as a compromise. If the offer is one with respect to which the district director 
has processing jurisdiction and the propouent does not agree with the rejection 
or proposed rejectiou, and neither the internal revenue ageut nor the couferee 
of the district director's office has been able to convince the proponent of the cor- 
rectness of the conclusiou reached, the proponent will be apprised of his privilege 
of submitting a request iu writing, accompanied by a protest, for a district con- 
ference. If the controversial is:ues cannot be resolve&1 at the district conference 
level, the taxpayer may appeal the case to the appropriate Appellate branch 
oifice for a conference provided the required protest has been filed. The procedure 
outlined in the preceding sentence v;ill not be followed if the oKer relates to a 
tax ov r which the Appellate Division has no authoritv (see paragraph (a) (8) 
of 5 601. 106). Taxpavers and their representatives are required to fulfill and 
comply with the applicable conference aud practice requirements. See 
Subpart B. 

1C 

P. IR. 12. ~ection 601. 004 is amendeci to read as follows: 

$ 601204 CHARGES Ix VccocxIIRG PEBICDS 3RD Ix 5IEIHODS oF Accov IIIRG. 
(a) Accounting periods. — A taxpaver who changes his accounting period shall, 

before using the new period for income tax purposes, complv &vith the provisions 
of the income tax regulations relating to changes in accouutiug periods. Iu 
cases where the regulations require the taxpaver to secure the & ouseut of the 
Commissioner to the change, tl e application for perInission to change the ac- 
counting period shall be made ou Form 112S and shall be suinnitted to the 
Commissioner of Internal Revenue, Fashington, D, C. , 202'~4, within the period 
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of time prescribed in such regulations. See section 442 and the regulations 
thereunder (under the 1069 Code, NI 69. 46 — 1 of Pegulations 118) (26 CFR Rev. 
1056, Parts 1 — 79, 60. 46 — 1). If the chaiige is approved by the Coininissioner, the 
taxpayer shall thereafter make his returns and compute his net income upon 
the basis of the neiv accounting period. A request for permission to change 
the accounting period v i!I be considered by the Income Tax Division. 

(b) !(fetbods of accounting. — A taxpayer who changes the method of account- 
ing employed in keeping his books shall, before computing his income upon such 
method for purposes of income taxation, comply with the provisions of the income 
tax regulations relating to changes in accounting methods. The regulations 
require that, in the ordinary case, the taxpayer secure the consent of the Com 
missioner to the change. See section 446 of the Code and the regulations there- 
under. Application for permission to change the method of accounting 
ployed shall be made on Form 6115 and shall be submitted to the Commissioner 
of Internal Revenue, Washington, D. C. , 20224, within 90 days after the be- 
ginning of the taxable year in which it is desired to make the change. Permis- 
sion to change the method of accounting will not be granted unless the taxpayer 
and the Commissioner agree to the terms and conditions under which the change 
will be eftected. The request will be considered by the Income Tax Division. 

(c) Verificutioii of ohanges. — Written permission to a taxpayer by the National 
Office consenting to a change in his annual accounting period or to a change in 
his accounting metli&&d is a "ruling". Therefore, in the examination of returns 
involving changes of annual accounting periods and methods of accounting, dis- 
trict directors must determine whether the representations upon which the per- 
mission was granted refiect an accurate statement of the material facts, and 
whether the agreed terms, conditions, and adjustments have been substantially 
carried out as proposed. 

PAR. 16. Section 601. 205 is amended to read as follows: 
3 601. 205 TORT CLATMs. 
Claims for property loss or damage, personal injury, or death caused by the 

negligent or wrongful act or omission of any employee of the Service, acting 
within the scope of his office or employment, filed under the Federal Tort Claims 
Act, as amended, must be prepared and filed in accordance with Treasury Depart- 
ment regulations entitled "Central Oifice Procedures" and "Claims Regulations" 
(61 CFR Parts 1 and 6). Such regulations contain the procedural and substan- 
tive requirements relative to such claims, and set forth the manner in which they 
are handled. The claims should be filed with the Commissioner of Internal Reve- 
nue, Washington, D. C. , 20224, and must be filed within two years after the accident 
or incident occurred. 

PAlt. 14. The heading for subpart C of part 601 is amended to read as 
follows: 

SUBPART C. — PROVISIONS RELATING TO DISTILLED SPIRITS, WINES, 
BEER, CIGARS, CIGARETTES, and CIGARETTE PAPERS and TUBES, 
and CERTAIN FIREAR!CS 

PAR. 15. Section 601. 801 is amended by revising the introductory lan- 
guage of paragraph (c), by deleting subdivision (vi) of subparagraph 
(2) of paragraph (c), by redesignating subdivisions (ii), (iii), (iv)& 
and (v) of subparagra~ph (2) of paragraph (c) as subdivisions (iii), 
(iv), (v), and (vi), respectively, by adding a new subdivision (ii) to 
subparagraph (2) of paragraph (c), and by revising subparagraphs 
(4), (12), (16), (18), (21), and (28) of paragraph (c). These 
amended and added provisions read as follows: 

$ 601. 801 IEYPosITIov GF TAxEs, QUALIFICATIo&v REqUIREMERTS, AÃD REGULA- 

TIONs. 
t 

(c) Regiilations. — The procedural requirements with respect to matters relat- 
ing to distilled spirits, wines, and beer which are within the jurisdiction of the 
Alcohol and Tobacco Tax Division are published in the regulations described in 
this paragraph. These regulations contain full information as to the general 
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course and method by which the functions concerning liquors are channeled and 
determined, including the nature and requirements of formal and informal proce- 
dures, the forms, records, reports, and other documents required, and contents of 
applications, notices, registrations, permits, bonds, and other documents. Sup- 
plies of prescribed forms may be obtained from the offices of assistant regional 
commissioners (alcohol and tobacco tax), except that Eorms 52 — A, 52 — B, 122, 
138, 888, 2051, 2054 — 2060, 2621, and 2687 must be provided by the users at their 
own expense. Users and commercial printers may procure specimen copies of 
su«h forms from such oifices. The following is a brief description of the several 
regulations arranged according to the principal subjects and operations concerned: 

(2) jliecellaneoae liquor transactions. ~ * * 
(ii) Authorizations i o execute bonds and consents on behalf of corporate 

sureties; 
(iii) Refunds of tax and dutv paid on distilled spirits, wine, rectified products, 

and beer lost as a result of fioods, hurricanes, or other disasters; 
(iv) Application of section 6428, Internal Revenue Code of 1954, as amended, 

to refund or credit of tax on distilled spirits, ~ines, and beer; 
(v) Regula. tions in effect on June 80, 19o9, which mere prescribed on July 1, 

19o9, as interim regulations; and 
(vi) Manufacture and sale of certain compounds, preparations, and products 

containing alcohol. 

(4) fila»ufacture and u!!e of containers of dietitled spirits. — Part 175 of this 
chapter contains the regulations relating to the traific in containers of distilled 
spirits of a capacity of not more than five wine gallons. The regulations cover 
the manufacture, sale, and use of liquor bottles for packaging distilled spirits 
for other than industrial use; use of liquor bottles for purposes other than 
packaging distilled spirits; labeling of distilled spirits; permits and revocation 
proceedings; imports and exports of liquor bottles; records, reports, and inven- 
tories of liquor bottles; reuse or refilling of liquor bottles (see also Part 194 of 
this chapter); and the purchase, sale and possession of refilled or used liquor 
bottles. 

A 

(12) Production and removal of u ine. — Part 240 of this chapter contains the 
regulations relative to the establishment and operation of bonded wine cellars, 
including bonded mineries. for the production, cellar treatment, and storage of 
wines, including amelioration, sweetening, addition of volatile fruit-fiavor con- 
centrates, addition of mine spirits (including distillates containing aldehvdes), 
blending, and other cellar treatznent; removals; taxpayment; return of un- 
merchantable taxpaid wine; use of zvine for distilling material and manufacture 
of vinegar; and record and report requirements. 

(16) Establish»ient a»d operations of bzrezr;eries. — Part 245 of this chapter 
contains the regulations relating to the production (including concentration and 
reconstitution incident thereto) and removal of beer and cereal beverages. The 
regulations cover the location, construction. equipment, and operations of brew- 
eries; and the qualification of such establishments, including the omnership, 
control and management thereof. 

(18) Liquor dealers. — Part 194 of this chapter contains the regulations rela- 
tive to the special (occupational) taxes imposed on wholesale and retail dealers 
in liquors, wholesale and retail dealers in beer, and limited retail dealers; re- 
strictions on purchases of distilled spirits; reuse or refilling of liquor bottles 
(see also Part 175 of this chapter); sale or possession of refilled or used liquor 
bottles; repackaging of alcohol for industrial use; recordkeeping and reporting 
requirements; and provisions relating to entry of premises and inspection of 
records by internal revenue oificers. 

Production of volatile fr!!it-liavor co»ce»tratea. — Part 198 of this chap- 
ter contains the regulations relating to the manufacture, removal, sale, storage, 
transfer in bond, transportation, recordkeeping and reporting requirements, and 
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use of volatile fruit-fiavor concentrates. It includes provisions regarding the 
location, qualification, use, and operations of concentrate pls. nts. 

(28) Eaportation of liquors. — Part 252 of this chapter contains the regulations 
relating to exportation (including, where applicable, lading for use on vessels 
and aircraft, transfer to a foreign-trade zone, or transfer to a manufacturing 
bonded warehouse, Class 6, of distilled spirits (including specially denatured 
spirits), beer (including beer concentrate), and wine, whether without payment 
of tax, free of tax, or with benefit of drawback. It includes requirements with 
respect to removal, shipment, lading, deposit, evidence of exportation, losses, 
claims, and bonds. 

PAR. 16. Section 601. 306 is revised to read as follows: 
$ 601. 806 APPLIcATIGN FoR APPRovAL oF INTERLocKING DIREcTGRs AND OFFIOERs 

UNDER SECTION 8 OF THE J'EDERAL ALCOHOL ADMINISTRATION ACT. 
Any person who is an offlcer or director of a corporation now engaged m 

business as a distiller, rectifier, or blender of distilled spirits, or of an aiiiliate 
thereof, v ho desires to take office in other companies similarly engaged, must 
obtain permission to do so from the Director of the Alcohol and Tobacco Tax 
Division. Applications for such permission to take ofiice shall be prepared 
and filed in accordance with instructions available from the assistant regional 
commissioner (alcohol and tobacco tax) or from the Director, Alcohol and 
Tobacco Tax Division, Internal Revenue Service, Washington, D. C. , 20224. 

PAR. 17. Section 601. 307 is amended to read as follows: 

$ 601. 807 RUIINGs. 
The procedure for rulings in alcohol tax matters is set forth in ('t 601. 828. 

PAR. 18. Section 601. 309 is amended to read as follows: 

g 601. 809 REPRESENTATIVES. 
Subpart E, conference and practice requirements, is applicable to all rep- 

resentatives of the taxpayer before the Service, in the oiiice of the Director, 
Alcohol and Tobacco Tax Division, or in the office of the assistant regional 
commissioner (alcohol and tobacco tax). 

PAR. 19. The center heading preceding $ 601. 311 is amended to read 
as follows: 

Cigars, Cigarettes, and Cigarette Papers and Tubes 

PAR. 90. Section 601. 811 is amended to read as follows: 

$ 601. 811 IXIPOSITION OF TAXES; REGULATIONS. 

(a) Taa'cs. — Subchapter A of chapter 52 of the Internal Revenue Code of 
1954, as amended, imposes taxes on cigars, cigarettes, and cigarette papers aud 

tubes manufactured in or imported into the United States, Subchapter D of 
chapter 78 of the Code imposes a tax (equal to the internal revenue tax imposed 

in the l'nited States upon the like articles of merchandise of domestic manu- 

facture) on cigars, cigarettes, and cigarette papers and tubes of Puerto Rican 
manufacture brought into the United States and withdrawn for consumption or 

sale, and on such articles brought into the United States from the Virgin 

Islands. 
(b) Regulations. — The procedural requirements with respect to matters relat- 

ing to cigars, cigarettes, and cigarette papers and tubes are contained in the 

re~gulations listed below: 
(1) Part 200 of this chapter relates to the procedure and practice in connection 

with the disapproval of applications for permits, and the suspension and revoca- 

tion of permits, under chapter 52 of the Code. 
(2) Part 270 of this chapter relates to the manufacture of cigars and ciga- 

rettes; the paynient by manufacturers of cigars and cigarettes of internal revenue 

taxes imposed by chapter 52 of the Code; and the qualification of and opera- 

tions by manufacturers of cigars and cigarettes. 
(8) Part 275 of this chapter relates to cigars, cigarettes, and cigarette papers 

and tubes i1nported into the United States from a foreign country or brought into 

the United States from Puerto Rico, the Virgin Islands, or a possession of the 

United States; the removal of cigars from a customs bonded manufacturing ware- 
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bouse, Class 6; and the release of such articles from customs custody, without pavment of internal revenue tax or customs duty attributable to tbe internal revenue tax. 
(4) Part 28o of this chapter relates to the manufacture of cigarette papers and tubes; the payment by manufacturers of cigarette papers and tubes of internal revenue taxes imposed bv chapter 62 of the Code; and the qualification of and operations by Iuanufaeturers of such articles. 
(6) Part 290 of this chapter relates to the exportation (including supplies for vessels and aircraft and transfers to a foreign-trade zone) of cigars, ciga- 

rettes, and cigarette papers and tubes, without payment of tax, or with benefit of 
drawback of tax, and the qualification of and operations by export warehouse 
proprietors. 

(6) Part 29o of this chapter relates to the removal of cigars, cigarettes, and 
cigarette papers and tubes, without payment of tax, for use of the United States. 

(7) Part 296 of this chapter relates to the provisions of a miscellaneous 
nature or not of continuing application. Included are regulations relating to: 

(i) Limitations imposed by section 6428 of the Code on the refund or credit 
of tax paid or collected on cigars, cigarettes, and cigarette papers and tubes; 

(ii) Losses of cigars, cigarettes, and cigarette papers and tubes caused by 
disasters occurring in the United States on or after September 9, 1968; 

(iii) Purchase, receipt, possession, offering f' or sale, or sale or other disposi- 
tion of cigars and cigarettes by dealers in such products; 

(iv) Authorizations to execute bonds and extensions of coverage of bonds 
on behalf of corporate sureties; and 

(v) Periods to be covered by tax returns filed by manufacturers for the de- 
ferred payment oi taxes on cigars and cigarettes. 

P iII. 21. Section 601. 812 is amended by revising paragraphs (b), 
(b — 1), and (d). These amended provisions read as follows: 

$ 601. 812 'QUALIFIOATIGN AND RONDINo REQT:IBEMENTS. 
Ill 

(b) 3fanufacturers of cigarette papers and tu'des. — Every person, before com- 
mencing business as a manufacturer of cigarette papers and tubes, is required 
to qualify with the Internal Revenue Service by filing bond and other required 
documents with the assistant regional commissioner (alcohol and tobacco tax) 
for the region in which operations are to be conducted. 

(b — 1) Puerto Rican nianufacturers of cigars and cigarettes. — Every manufac- 
turer of cigars and cigarettes in Puerto Rico who desires to defer payment in 
Puerto Rico of the internal revenue tax imposed by section 16~2(a) of the 
Code on cigars and cigarette; of Puerto Rico manufacture coining into the 
I. 'nited States roust file a bond with the Director's Representative of the Otfiee 
of International Operations, in Puerto Rico. Such bond is conditioned on the 
principal's paying, at the time and in the manner prescribed in the regulations, 
tbe full amount of tax computed on the tobacco pFoducts which are released 
for shipment to the l. nited States. Xo bond is required if the tax is prepaid. 

(d) Dratcback of taa. — Taxpaid cigars, cigarettes, and cigarette papers and 
tubes may be exported with benefit of drawback of tax. Drawback may be 
allowed only to the person ~~ ho paid the tax on such articles and who files claim 
and otherwise eomplies with the provisions contained in the applicable regu- 
lations referred to in )601. 811. As a condition precedent to the allowance 
of any drawback claim, the claimant is required to file a bond in an amount 
not less than the amount of tax covered in the claim. 

P iR. 22. Section 601. 818 is amended by revising paragraphs (a) and 
(c). These amended provisions read as follows: 

$ 601. 813 COLLEOTION oF TAXES. 
(a) Cigars antt cigarettes. — Taxes on cigars and cigarettes are paid br the 

manufacturer on the basis of a return. If the manufacturer has filed a proper 
bond, he may defer I&ayment at the time of removal aiul file semimonthlr returns 
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to cover the taxes. If the manufacturer has not filed such a bond or if he has 
defaulted in any way in paying his taxes, he is required to file a prepayment 
return prior to removal of such products, and to continue so doing until the 
assistant regional commissioner (alcohol and tobacco tax) finds that the rev- 
enue will not be jeopardized by deferred payment. Tax returns, with remit- 
tances, are filed by the domestic manufacturer with the appropriate district 
director of internal revenue. Taxes on cigars produced in a customs bonded 
manufacturing warehouse, Class 6, are paid on the basis of a return to the 
collector of customs in accordance with customs procedures and regulations. 
Taxes on cigars and cigarettes imported or brought into the United States 
from a foreign country, Puerto Rico, the Virgin Islands, or a possession of 
the United States are paid by the importer to the collector of customs on the 
basis of a return made on the customs form by which release from customs 
custodv is to be effected. However, taxes on cigars and cigarettes manufactured 
in Puerto Rico and brought into the United States may be prepaid in Puerto 
R co on the basis of a return. If a Puerto Rican manufacturer has filed a 
proper bond, he may defer payment at the time of release for shipment to the 
United States and file a semimonthly return to cover the taxes. If the manu- 
facturer has not filed such a bond or if he has defaulted in any way in pay- 
ment of his taxes, he must file a prepayment return prior to removal of such 
products for shipment to the United States, and continue to do so until the 
Director's Representative of the Office of International Operations in Puerto 
Rico finds that the revenue vill not be jeopardized by deferred payment. Tax 
returns in Puerto Rico, with remittances, are filed with the Director's 
Representative. 

II! 

(c) General. — Detailed information about the payment of taxes on cigars, 
cigarettes, and cigarette papers and tubes, including the forms to be used, 
records to be kept, and reports and inventories to be filed, is contained in the 
respective regulations referred to in $ 601. 811. 

PAR. 28. Section 601. 814 is amended to read as follows: 
g 601. 814 AsszssMENrs. 
When additional or delinquent tax liability on cigars, cigarettes, and cigarette 

papers and tubes is disclosed by an investigation or by an examination of the 
taxpayer's records, a notice (except where delay may jeopardize collection of 
the tax, or where the amount is nominal or the result of an evident mathematical 
error) is forwarded to the taxpayer advising him of the basis for, and amount 
of, the liability and aifording him an opportunity to show cause, in writing, 
against assessment. 

PAR. 24. Section 601. 815 is amended by revising paragraphs (a), 
(b), (c), (d), (e), and (f) and adding a new paragraph (g). These 
amended and added provisions read as follows: 

$ 601. 815 Cr. ~iMs. 
(a) Abatement of assessment. — Abatement of the unpaid portion of an assess- 

ment of any tax on cigars, cigarettes, and cigarette papers and tubes, or any 
liability in respect thereof, may be allowed to the extent that such assessment 
is excessive in amount, is assessed after expiration of. the applicable period of 
limitation, or is erroneously or illegally assessed. The taxpayer against whom 
such assessment has been made may file a claim for abatement of the tax on 
Form 848 with the assistant regional commissioner (alcohol and tobacco tax) 
for the region in which the tax or liability was assessed. 

(b) Allowance of tax. — Belief from the payment of tax on cigars, cigarettes, 
and cigarette papers and tubes may be extended to a manufacturer by allowance 
of the tax, where such articles, after removal from the factory upon determina- 
tion of tax and prior to the time for payment of such tax, are lost (otherwise 
than bv theft) or destroyed, by fire, casualty, or act of God, while in the 
possession or ownership of the manufacturer who removed such articles, or are 
ivithdrawn by him from the market, A claim for allowance is filed with the 
assistant regional commissioner (alcohol and tobacco tax) for the region 'in 

which the cigars, cigarettes, and cigarette papers and tubes were removed from 
the factory. A manufacturer mav not anticipate allowance of his claim by 
making an adjusting entry in a tax return, pending consideration and action 
on the claim by the assistant regional commissioner. 
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(c) Remission of tao; liability. — Remission of tax liability on cigars, cigarettes, 
and cigarette papers and tubes may be extended to a, manufacturer or export 
warehouse proprietor liable for the tax, ivhere such articles, before removal, or 
after removal for tax-exempt purposes (including transfers in bond), are lost 
(otherwise than bv theft) or destroyed, by fire, casualty, or act of God, while 
in the possession or ownership of the manufacturer or export warehouse pro- 
prietor. Remission of tax liability on shortages of cigars aud cigarettes in bond 
may be extended to manufacturers of these products. A claim for remission of 
such tax liability is filed ivith the assistant regional comniissioner (alcohol and 
tobacco tax) for the re "ion in which the factory or warehouse is located. 

(d) Refund of tax. — Taxes paid by return, or otherwise, on cigars, cigarettes, 
and cigarette papers and tubes lost (otherwise than by theft) or destroyed, by 
fire, casualty, or act of God, while in the possession or ownership of the manu- 
facturer, importer, or export warehouse proprietor, or withdrawn by him from 
the market, may be refunded. A claim for refund of tax is filed on Form 848 
with the assistant regional commissioner (alcohol and tobacco tax) for the 
region in whicli the tax ivas paid. If. tax was paid in more than one region, 
a claim mav be filed iviih the assistant regional commissioner for any one of the 
regions in which tax was paid. 

(e) Losses cause!l. by disaster. — Payment of an amount equal to the amount 
of internal revenue taxes paid or determined and customs duties paid on cigars, 
cigarettes, and cigarette papers and tubes removed from the factory or released 
from customs custody, which were lost, rendered unmarketable, or condemned 
by a dulv authorized ofiicial by reason of a "major disaster" as determined by the 
President of the United States, may be made only if, at the time of the disaster, 
such articles were being held for sale by the claimant. A claim for payment of 
the internal revenue taxes for such losses is filed on Form 848 with the assistant 
regional commissioner (alcohol and tobacco tax) for the internal revenue region 
in which the articles were lost, rendered unmarketable, or condemned. 
separate claim in respect of customs duties is also filed on Form 848 with the same 
assistant regional commissioner. 

(f) Draicback of fax. — Drawback may be allowed only to the person who paid 
the tax on cigars, cigarettes, and cigarette papers and tubes which are shipped 
to a foreign country, Puerto Rico, and the Virgin Islands, or a possession of 
the United States. A claim for drawback of tax is filed with the assistant 
regional commissioner (alcohol and tobacco tax) for the region in which such 
articles covered by the claim are held by the claimant. See the appropriate 
regulation list:e!1 under f 601. 811 for information as to proper form to be used. 

(g) Credit of tax. — Taxes paid on cigars, cigarettes, and cigarette papers and 
tubes lost (otherwise than by theft) or destroyed, by fire, casualty, or act of God, 
while in the possession or ownership of the manufacturer, or withdrawn by 
him from the market, may be credited. A claim for credit of tax is filed with 
the assistant regional commissioner (alcohol and tobacco tax) for the region in 
which the tax was paid. If thc tax was paid in more than one region, a claim may 
be filed with the assistant regional coinmissioner for any one of the regions in 
which tax was paid. See the appropriate regulation listed under g 601. 811 for 
information as to the proper forni to be used. 

A 

PAI(. Bo. Section 601. 81 t is ainende!l to read as follows: 

f 601. 817 Riu. rzos. 
The procedure for rulings in tobacco tax matters is set forth in $ 601. 828. 

PAI(. 26. Section 601. 819 is aniended to read as follows: 

5 601. 819 APPLIABLE LAws. 
Chapter 58 of the Internal Revenue Code of 1954 (26 U. S. C. 5801 — 5862), the 

provisions of which a. re chiefly derived from the National Firearms Act, as 
amended (act of June 26, 1984, 48 Stat. 1286), imposes a tax on the manufacture, 
and transfer in the United States, of niachine guns and certain other types of fi, d occupational tax upon every iinp!&rter and manufacturer of, and 

dealer and pawnbroker in, such machine g'uns sind firearms. Se! tion 1(b) (2') o f rearms, an an occupa io 

th t f A . t 9 1989 (56 Stat. 1291; 49 U. S. C. 781 — 788) makes provision for 
ssels vehicles and aircraft on which are transported, carried, the act of August 

the seizure of vesse s, ve 
' 

1 nv firesrm uith respect to which there has been committed any 
irms Act or any re ulati 
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for any manufacturer or dealer (except a manufacturer or dealer having a 
license issued under the provisions of the act), or any person who is a fugitive 
from justice or, except as provided in $ 177. 31 of this chapter, anv person who is 
under indictment for, or has been convicted of, a crime punishable by imprison- 
inent for a term exceeding one year, to transport, ship, or receive in interstate 
or foreign commerce any firearm or ammunition. 

PAR. 97. Section 601. M2 is amended to read as follows: 
$ 601. 322 RvLINos. 
The procedure for rulings in matters in the firearms area is set forth in 

Nl 601. 328. 

PAIt. 28. Section 601. MY is amended to read as follows: 

$ 601. 327 OEEERs IN COMPROMISE. 
(a) IAabilities (otlber titan forfeiture) under Internal Reuenue Code. — Per- 

sons desiring to submit offers in compromise in order to avoid prosecution pro- 
ceedings, and taxpayers who disclaim liability in whole or in part for taxes or 
claim inability to pay the taxes in full, may submit offers in compromise to the 
district director of internal revenue. Fach assistant regional commissioner 
(alcohol and tobacco tax) has the authority to accept, or reject ofters in compro- 
mise of (1) tax liabilities arising from (i) the illegal production of untaxpaid 
distilled spirits, wines, or beer, (ii) the failure to file returns of, or to pay, 
occupational taxes with respect to distilled spirits, wines, beer, or firearms, and 
(iii) the failure to pay firearms "making" or transfer taxes; (2) criminal lia- 
bilities of retail dealers in liquor arising from violations of the internal revenue 
laws relating to liquor, including the reuse or refilling of liquor bottles; and 
(3) liabilities arising under chapter 52 of the Code (cigars, cigarettes, and 
cigarette papers and tubes). The Director, Alcohol and Tobacco Tax Division, 
has the authority to accept or reject ofters in compromise of civil liability (of 
less than $100, 000) and criminal liability arising under chapters 51 and 53 of 
the Code in cases not subject to compromise by assistant regional commissioner 
(alcohol and tobacco tax). The Commissioner accepts or rejects all other offefs 
in compromise except those in compromise of liabilities listed in paragraphs (b) 
and (c) of this section. (For offers in compromise generally, see rl. 601. 203. ) 
Form 656 is used in all cases arising under this paragraph, regardless of whether 
the amount of the offer is tendered in full at the time the offer is filed or the 
amount of the offer is to be paid by deferred payment or payments. Offers re- 
ceived by the district director which come within the purview of the assistant 
regional commissioner (alcohol and tobacco tax) or the Director, Alcohol and 
Tobacco Tax Division, are forwarded to such assistant regional commissioner 
for consideration and appropriate action. When final action has been taken, 
the district director, the assistant regional commissioner (when applicable), 
and the proponent are notified of the acceptance or rejection of the offer. If the 
offer is rejected, the sum submitted with the offer is returned to the proponent, 
and prosecution or collectiou proceedings are resumed. If the offer is accepted, 
the proponent is notified and the case is closed. A. cceptance of an offer in com- 
promise of civil liabilities does not remit criminal liabilities, nor does acceptance 
of an offer in compromise of criminal liabilities remit civil liabilities. 

(b) Violations of Iiedera/ Alcohol Administration Act. — The Federal Alcohol 
Adininistration Act provides penalties for violations of its provisions. The 
Director, Alcohol and Tobacco Tax Division, is authorized to compromise such 
liabilities. Persons desiring to, submit such offers in compromise may submit 
such offers on Form 656 — D to the assistan. t regional commissioner (alcohol 
and tobacco tax) or an internal revenue officer uuder his jurisdiction. Such 
oKers are considered by such assistant regional commissioner and are forwarded 
to the Director, Alcohol and Tobacco Tax Division, for final action. When the 
offer is acted upon, the proponent and the assistant regional commissioner 
(alcohol and tobacco tax) are notified of the acceptance or rejection of the 
offer. If the offer is rejected, the sum submitted with the offer iu compromise 
is returned to the proponent. If the offer is accepted, the proponent is notified 
and the case is closed, 

(c) Forfeiture liabilities. — The assistant regional commissioner (alcohol and 
tobacco tax) is authorized to compromise liabilities to administrative forfeiture 
of personal property seized under the laws administered and enforced by the 
Internal Revenue Service, including the internal revenue laws pertaining te 
wagering. Persons desiriug to submit offers in compromise of such liabilities 
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may submit such offers on Form 656 — K to the supervisor-in-charge (alcohol and 
tobacco tax). Such offers are forwarded to the assistant regional commissioner 
(alcohol and tobacco tax) for final action. When the offer is acted upon, the 
proponent and the assistant regional commissioner (alcohol and tobacco tax) 
are notified of the acceptance or rejection of the offer. If the offer is rejected, 
the sum submitted with the offer in conipromise is returned to the proponent. 
If the offer is accepted, the proponent is notified and the ease is closed. Accept- 
ance of an ofter in compromise of civil liabilities does not remit criminal liabili- 
ties, nor does acceptance of an offer in compromise of criminal liabilities remit 
civil liabilities. 

PAR. 09. The following new center heading and regulations are in- 
serted following $ 601. M7: 

RULINGS 

$ 601. 828 RULrNos. 
(a) Requests for rulings. — Any person who is in doubt as to any matter aris- 

ing in connection with: 
(1) Operations or transactions in the alcohol tax area or under the Federal 

Alcohol Administration Act; 
(2) Operations or transactions in the tobacco tax area; or 
(8) The taxes relating to machine guns and certain other firearms imposed 

by chapter 58 of the Code; the registration by importers and manufacturers of, 
and dealers in such firearms; the registration of such firearms; and the licens- 
ing of manufacturers of, and dealers in, firearms or ammunition under sections 
901 through 909 of title 15 of the United States Code, may request a ruling thereon 
by addressing a letter to the Director, Alcohol and Tobacco Tax Division, In- 
ternal Revenue Service, Washington, D. C. , 20224, or the assistant regional com- 
missioner (alcohol and tobacco tax) of the region in which the inquirer's busi- 
ness is located. Since a ruling as defined in paragraph (a) (2) of $ 601. 201 
can issue only from the National Oifice, any such request made to an assistant 
regional commissioner will be referred by him to the Director, Alcohol and 
Tobacco Tax Division, for reply unless the issues involved are clearly covered 
by currently effective rulings or come within the plain intent of the statutes or 
regulations. 

(b) Routine requests for Aiformution. — Routine requests for information 
should be addressed to the assistant regional commissioner (alcohol and tobacco 
tax) of the region in which the inquirer is located. 

PAR. 80. Section 601. 402 is amended by revising paragraph (a) 
subparagraphs (1) and (8) of paragraph (c), and subparagraphs 
1) and (2) of paragraph (d). These amended provisions read as 
ollows: 

$ 601. 402 SALEs TAXES COLLEorED BY RETURN. 
(a) GemcraL — Sales taxes collected by return include the following: 
(1) The retailers excise taxes, imposed by chapter 81 of the Code, with 

respect to: 
Diesel Fuel; 
Special motor fuels. 

(2) The manufacturers excise taxes, imposed by chapter 82 of thc Code, with 
respect to the following items: 

(i) Motor vehicles and related items: 
Automobiles, trucks, buses, trailers; 
Truck parts and accessories; 
Tires, tubes and tread rubber; 
Gasoline and lubricating oil. 

(ii) Recreational equipment: 
Fishing rods, creels and reels; 
Artificial lures, baits and flies; 
Pistols and revolvers; 
Other firearms, shells and cartridges. 

(c) Returus, refunds, aud credits. — (1) Returns. — The sales taxes referred 
to in paragraph (a) of this section arc collected by means of returns, Any 
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person liable for tax is required to file returns with the district director of 
internal revenue for the district in which the principal place of business of 
such person is located. A procedure similar to the Depositary Receipt pro- 
cedure with respect to the payment of certain Federal employment taxes, de- 
scribed in paragraph (a) (fi) of $601. 401, is prescribed with respect to the 
sales taxes referred to in paragraph (a) of this section. For information relat- 
ing to the use of depositary receipts for the payment of such taxes, see the 
applicable regulatious and the instructions on Form 720, Quarterly Federal 
Excise Tax Return. 

(8) Payments to certain ultin&tate I&archasers of gasoline anII lab&ricating 
oil. — Sections 6420, 6421, and 6424 of the Code provide for certain payments to 
ultimate purchasers of gasoline used on a farm for farming purposes, used for 
certain nonhighway purposes, or used by local transit systems, and of lubricating 
oil used otherwise than in a hi, hway motor vehicle. For periods after June 80, 
1966, payments allowable under sections 6420, 6421, and 6424 of the Code may 
be taken by an income taxpayer as a credit against the tax due on his income 
tax return. Governmental agencies and certain exempt organizations may file 
claims for allowable payments on Form 2240 or Form 848. Applicable regula- 
tions and instructions accompanying the prescribed forms provide detailed 
procedures. 

(d) Registration and bonding require&Dents. — (1) Under temporary regu- 
lations cftective January 1, 1989, an article may, in general, be sold tax free 
under chapter 82 of the Code by the manufacturer for certain uses, provided 
the seller, first purchaser, and second purchaser, as the ease may be, have been 
registered. In the case of State governments, registration is optional. Also, 
the requirements for registration do not apply to sales or purchases by the 
United States, or to a purchaser located in a foreign country or a possession 
of the United States where an article is sold for export. Any person who has 
been issued a certificate of registry prior to January 1, 1909, which has not been 
revoked, is registered for purposes of the temporary regulations. Any other 
person entitled to sell or purchase articles tax free under such regulations who 
ha. s not previously registered, may register by corupleting Form 687 setting 
forth the prescribed information and forwarding it to his district director. 
Such person shall be considered to be registered for JIurposes of making such 
tax-free sales or purchases upon receipt of a validated I&'orm 687 from his 
district director. 

(2) If not previously registered, producers and importers of gasoline and 
manufacturers of lubricating oil (including wholesale distributors of gasoline 
who qualify as producers under applicable regulatious) must, before incurring 
any liability for tax under section 4081 or 4091 of the Code, make application 
for registr&stion on Form 637. Detailed instructions as to the filing of applica- 
tious for registration ltv produ, . ers and importers of gasoline and manufacturers 
of lubricating oil are prescribed in applicable regulations. 

PAII. 81. Section 601. 403 is amended by revising paragraph (a) and 
subparagraphs (1) and (2) of paragraph (c), by deleting subpara- 
graph (1) of paragraph (e), and by redesignating subparagraphs (0) 
and (o) of paragraph (e) as subparagraphs (1) and (9), respectively. 
These amended provisions read as follows: 

$ 601. 408 MISOELLANEDUs ExcISE TxxEB CoLLEGTED BY RETUBN. 
(a. ) General. — 5Iiscellaneous excise taxes collected by return include the 

following: 
(1) Comrannications. — Subchapter B of chapter 88 of the Code imposes a tax 

ou amounts paid for local telephone service, toll telephone service, and teletype- 
writer exchange service. 

(2) Transportation of persons by air. — Subchapter C of chapter 88 of the Code 
imposes a tax with respect to transportation of persons by air, including seating 
or sleeping accommodations furnished in connection with such transportation. 

(8) F&oreign insurance policies. — Chapter 84 of the Code imposes a tax on the 
issuance of foreign insur, . nce policies. 

(4) Wagcrs. — Subchapter A of chapter 8o of the Code imposes a tax on 
wagers as defined therein. 
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(5) IIiyhrcag motor a&hicle use. — Subchapter D of chapter 36 of the Code 
imposes a taz for each taxable year (commencing after June 30, 19:&6, and ending 
before October 1, 1972) upon the use, at any time during i. he taxable year, on 
the public highways in the United States of any highway motor vehicle vvbich 
(together with certaiu semitrailers aud trailers) has a taxable ross weight in 
ezcess of 26, 000 pounds. 

(6) Sugar. — Chapter 37 of the Code also in&poses a taz upon manufactured 
sugar manufactured in the United States. 

(7) Circulation othe~ than, of national ha»hs. — Subchapter E of chapter 39 
of the Code imposes a taz with respect to (i) tbe average circulation outstaud- 
ing of any bank, association, corporation, company or person, and (ii) the 
circulatiou paid out by every person, firm, association other than national bank 
associations, and every corporatiou, State bank, or State banking association. 

(8) I»t«rest equaii "atio«. — Chapter 41 of the Code imposes (subiect to speci- 
fied exemptions) a taz on the acquisition by United States per. ous of foreign 
securities from a. foreigu person. The tax became etc«tive July 19, 196 . 

(9) IIg&i&aulic mining. — The act entitled "An sct to create the California 
Debris Commission and regulate hydraulic mining in the State of California", 
approved March 1, 1893, as amended (33 U. S. C. 661 — 687), imposes a tax with 
respect to certain hydraulic gold mining in the State of California. 

(c) Collection of taa. — (1) Imposed taxes. — The tax on the manufacture of 
sugar is collected in the same manner as manufacturers sales taxes. See $ 601. 402. 
The tax on the use of highway moto. " v&hi«les, the tax on wagers, the tax on 
hydraulic mining, and the tax on circulation other than of national banks 
are also collected by means of returns. The returns of the tax on wagers are 
required to be filed monthly; returns of the taxes on hydraulic mining and on 
the use of highwav motor vehicles are required to be filed annually; and the 
returns of the tax on circulation are required to be filed on June 1 and December 
1 of each calendar year. 

(2) Collecte&i taxes. — Tbe other miscellaneous excise tazes referred to in this 
section are imposed on the person making the payment for the telephone, air 
transportation or other service involved. These taxes are required to be col- 
lected by the telephone company, airline, or other person receiving the payment. 
All taxes collected in this manner are held by the collecting agent in trust for 
the United States until deposited in accordance with the Depositary Receipt 
procedure or paid over to the district director of internal reveuue. The collecting 
agencies are required to file returns aud the taz is payable, without notice from 
the district director, at the time fixed for filing the returns. If tbe person from 
whom the taz is required to be collected refuses to pay it or, if for any reason 
it is impossible for the collecting agency to collect the taz from such persou, the 
collecting agency is required to report to the district director of internal revenue 
for tbe district in which its returns are required to be filed the name and address 
of such person, the nature of the service or facility rendered, the amount paid 
therefor, and the date ou which paid. Upon receipt of this informatiou tbe 
district director will proceed against the person to whom the facilities were 
provided or the services rendered to assert the amount of tax due, affording such 
person the same district conference, protest and appellate rights as are available 
to other excise taxpayers. In addition, when a field or office audit of a collecting 
agency's records, or of a taxpayer's records, discloses that the collecting agency 
failed during prior reporting periods to collect taxes due, the district director 
may assert such taxes &lirectly against the person to who&n the facilities were 
provided or the services rendered, whether or not the collecting agency had 
attempted collection or the person liable for the taz had refused payment thereof. 

(e) Licensing and, registration. — (1) IIttdraulic»&ini»g. : 
(2) Tgagering. ":. " 

PAR. M. Section 601. 404 is amended by revising paragraph (b) (1), 
by deleting paragraph (b) (3), by deleting paragraph (c) (7), by re- 
dcsi~ating paragraph (c) (8) as paragraph (c) (7), by revising para- 
graph (d) (2) ~ by deleting paragraph (d) (3), by revising paragraphs 
(f) (]), (f) (~)& and (f) (4), by revising paragraph (g), by deleting 



paragraph (i), by revising paragraphs (j) (1) and (j) (3), and by re- 
vising paragraph (k). I'hese amended provisions read as follows: 

(j 601. 404 MIsoELLANEQUS KxoIBE TAXEs CDLLEOTED Bx SALE oF REvENDE 
Sr~Mrs. 

(b) Docnmcntarp stamp taxes. — (1) Deeds of conveyance. — Chapter 34 of- the 
Internal Revenue Code imposes a tax on deeds of conveyance of realty sold. 

(c) Commodity stamp taxes. ":. ~ ' 
(7) IV/w'te phosphorousmatclIes. s " ~ 

(d) Occupational stamp taxes. u « 
(2) Coin-operated gaming devices. — Subchapter I) of chapter 36 of the Code 

imposes an occupational tax with respect to coin-operated gaming devices, or 
similar devices operated without a coin. 

(f) General procedure. — (1) The documentary and commodity stamp taxes 
are paid by having affixed to the document, package, container, etc. , an internal 
revenue adhesive stamp or stamps in an amount equal to the tax due and by 
thereafter canceling such stamps in the manner prescribed. In addition, docu- 
mentary stamp taxes may be paid by stamps produced by authorized documentary 
stamp meter machines. I'ayment of occupational taxes is evidenced by the 
posting or displaying of a special occupa. tional tax stamp on the premises Ivhere 
the business is operated. If the taxpayer required to display the special occu- 
pational tax stamp has no fixed place of business, the stamp must be kept on his 
person. The stamps used for such purposes are prepared by the Internal Revenue 
Service and distributed through the district director of internal revenue. 

(2) Documentary stamp ta~es are payable with respect to every transfer of 
real property. Commodity stamp taxes are payable with respect to the manu- 
facture, importation, or transfer, as the case may be, of the contents of each 
package or container. Occupational taxes are payable annually for the privilege 
of doing business beginning with July 1 of each year, when the taxpayer is in 
business on that date, or fromthe beginning of the month in which the business 
is commenced on a pro rata basis. 

(4) Payments for such stamps may be made by means of cash, post ofilce 
money order, or certified check, or by personal check to the extent provided 
by regulations. In situations (i) where the documents, commodities, etc. , sub- 
ject to stamp tax are no longer in existence or (ii) where, for other reasons, 
such documents, etc. , cannot be stamped, or (iii) where it is discovered that 
occupational tax stamps are due for prior taxable years, or (iv) where a tax- 
payer, after being advised of his liability, refuses to affix stamps, the tax is 
collected by assessment. 

(g) Liability for delinquent tax. — When liability for delinquent tax is dis- 
closed by the taxpayer or is discovered. as a result of an examination of the 
taxpayer's books and records, the delinquent tax nIav be collected by assessInent. 

(i) [Deleted] 
(j) ProIIisions special to comtnodity stamp taxes. — (1) provision is made for 

the withdrawal of filled cheese from factories, free of tax, for the use of the 
l, nited States. The procedure to be followed and the form of exemption cer- 
tificate to be used in the ease of such withdrawals are prescribed in the applicable 
regulations. Provision is also made for the exportation without payment of tax 
on adulterated butter. The procedure to be folio~ed in the case of such exporta- 
tion is prescribed in the applicable regulations. 

(3) L&'very manufacturer of adulterated and process or renovated butter, filled 
cheese, or white phosphorous matches must also give notice and register with 
ihe district director on Form 213 before engaging in the business and furnish 
a satisfactory bond on FornI 214, I'crsons required to register Ivith the district 



director or furnish bond should consult the applicable regulations and the 
appropriate forms. 

(k) Provisions applicable to special or occupational stamp taxes. — Every per- 
son liable to pay any occupational tax imposed under subtitle D of the ('ode is 
required to register with the district director of internal revenue his name or 
style, place of residence, trade or business, and the place v;here such trade or 
business is carried on. In the case of a partnership the names of the partners 
and their place of residence Inust be so registered. See section 7011 of the Code. 
The following forms are prescribed for registratiou: Form 678 (relating to 
occupational taxes with respect to narcotics and Iuarihuana), Form 11 (relating 
to adulterate(1 and process or renovated butter and filled cheese), Form 11 — B 
(relating to the occupational tax for coin-operated gaming devices), Form 11 — C 
(relating to occupational tax with respect to wagering). 

PAR. 33. Section 601. 601 is amended by revising paragraph (a) (1) 
and paragraph (c). These amended provisions read as follows: 

I) 601. 601 RULEs AND REGULA. TIovs. 
(a) Pormulat&'on. — (1) Internal revenue rules take various forms. The most 

important rules are issued as regulations and Treasury decisions, prescribed by 
the Commissioner and approved by the Secretary or his delegate. Other rules 
may be issued over the signature of the Commissioner or the signature of any 
other ofiicial to whom authority has been delegated. The channeling of rules 
varies with the circumstances. Regulations and Treasury decisions, except those 
relating to alcohol, tobacco, and certain firearms, are prepared in the Oifice of 
the Chief Counsel. Alcohol, tobacco, aud certain firearms regulations and Treas- 
ury decis. 'ons are prepared in the Office of the Assistant Commissioner (Compli- 
ance) and reviewed in the Otfice of the Chief Counsel. After approval bv the 
Commissioner (and, in the case of regulations relating to narcotics and certain 
regulations relating to alcohol and tobacco taxes, the approval of the Commis- 
sioner of Xarcotics or the CODImissioner of Customs, as the case may be), regu- 
lations and Treasurv decision are forwarded to the Secretary or his delegate 
for further consideration and final approval. 

a A 

(c) Petition to change rules. — Interested persons are privileged to petition 
for the issuance, amendment, or repeal of a rule. A petition for the issuance of 
a rule should identify the section or sections of law involved; and a petition 
for the amendment or repeal of a rule should set forth the section or sections 
of the regulations involved. The petition should also set forth the reasons for 
the requested action. Such petitions will be given careful consideration and 
the petitioner will be advised of the action tal-en thereon. Petitions should be 
addressed to the Commissioner of Internal Revenue, Attention: CC:LR: T, 'A ash- 
ington, D. C. , 20224. 

A 

PAR. 34. Paragraph (c) of section 601. 602 is amended to read as 
follows: 

$ 601. 602 FCRsfs A iD IxsTRUcTID&xs. 

(c) Procurement of forms and instructions. — Copies of all necessary forms, and 
instructions as to their preparation and filing, may be obtained froro district 
directors of internal revenue or. where appropriate, from assistant regional 
commissioners (alcohol and tobacco tax). 

PAR. 3o. Section 601. iOO is amended by revising paragraphs (a) (4), 
(a) (7), and (d) (1). These amendef1 provisions read as follows: 

$ 601, 702 PURLIOATIov ARD PURLIc IvsPEOTIox. 

(a) General. * * * 

(-1) Record of seizure and sale of real estate. — Record ' 1, "Record of seizure 
and sale of real estate, " is ol&en for public in-pection in ofiices of clistrict di- 

rectors of internal revenue and»l&i . are furni. hed on application. 8& e Treas- 

ury Decision &12&8 (c. B. 10'&, 462». approved January 11, 104s. 10 F. R. 022. 



However, Record 21 does not list real estate seized for forfeiture under the 
internal revenue laws (section 7802 of the Code). 

(7) Inforniation returns of certain tax-ezcnipt organizations and certain 
trusts. — Information furnished on the public portion of Form 990 — A. and infor- 
mation furnished pursuant to section 6084 of the Code (relating to annual infor- 
mation required of trusts claiming deduction under section 642(c) of the Code) 
on Form 1041 — A. is available for public inspection. The public inspection portion 
of Form 990 — A is, however, only retained for a four-year period. Information 
furnished for years ending prior to December 81, 1962, shall be available for 
public inspectiou in the once of the district director with whom the Form 
990 — A or Form 1041 — A was filed. Information furnished for years ending on or 
after December 81, 1962, shall be available for public inspection in the Cftice of 
the Director, Public Information Division, Internal Revenue Service, Washing- 
ton, D. C. , 20224, as well as in the oflice of the district director with whom the 
forms were filed. 

(d) Requests. — (1) Requests for information in connection with matters of 
official record in which the procedur'e for inspection is not set out in rules re- 
ferred to in the preceding paragraphs of this section should be submitted to the 
Commissioner of Internal Revenue, Washingtou, D. C. , 20224. The request should 
clearly state the information desired and must set forth the interest of the appli- 
cant in the subject matter a. nd purpose for which the information is desired. If 
the applicant is an agent or attorney acting for another he will attach to the 
application evidence of his authority to act for his principal. If such evidence 
is satisfactory, such agent or attorney will be given access to any record to which 
his principal would be given access. The determination as to whether the infor- 
mation requested is available for disclosure in any particular case will be made 
by the Commissioner of Internal Revenue or such other ofhcer authorized under 
the provisions of law referred to in paragraph (a) of this section. 

(R, . S. 161; 5 U. S. C. 22) 
t SEAL] SHZLDON S. COIIEN) 

Comnn@ sooner of Internode Revenue. 
(Filed by the Division of the Pedcral Register on February 16, 1966, at 8:45 a. m. , 

and published in the issue of the Federal Register for February 17, 1966, 
81 F. R. 2818) 

SECRETARY'S AUTHORIZATION 

(Also Part I, Section 4261; 26 CFR 49. 4261 — 1. ) 
TITLE 2 6 — INTERNAL REVENUE. — CIIAPTER I i PART 49. — I'ACILITIES AND 

SEPVICZS EXCISE TAXES 

Exemption from tax on transportation of persons by air of 
amounts paid by the Department of Defense to Military Air Trans- 
port Service contract and charter carriers. 

By virtue of the authority vested in me by section 4293 of the 
Internal Revenue Code of 1954 (68 Stat. 511; 26 U. S. C. 4298), exemp- 
tion is hereby authorized from the tax imposed by section 4261 of such 
Code with respect to amounts paid by the Department of Defense for 
transportation of persons by air when such payment is made pursuant 
lo MATS Form 8, Civil Aircraft Certificate. 

[SEAL] HENRv H. FowLERi 
8ecretery o j the Treasury. 

December 10, 1965. 
(Piled by the Division of the Federal Register on Dec. 17, 1965, 8:48 a. m. , and 

published in the issue of the Federal Register for Dec. 18, 1965, 80 F. R. 15658) 
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DELEGATION ORDER NO. 2' 
REVOCATION NOTICE 

(EQ'ective December 8, 1965) 

Authority to communicate and consult on tax matters with the Finance 3linistry 
of Sweden 

Commissioner Delegation Order No. 2, dated April 21, 1955 [C. B. 
1955 — 2, 892], delegated to the Assistant Commissioner (Technical) 
and the Director, International Tax Relations Division, authority to 
communicate and consult on tax matters with the Finance Ministry 
of Sweden. The International Tax Relations Division was abolished 
in 1962 and its functions (except the preparation and issuance of rul- 
ings concerning the interpretation or application of tax conventions) 
have been transferred to organizations other than Technical. 

A. ccordingly, Commissioner Delegation Order No. '&, dated April 21, 
1955, is hereby revoked. 

SIIELDON S. COHEN) 
Commissioner. 

DELEGATION ORDER XO. 15 (Rev. 1) 
(EA'ective May 13, 1966) 

Inspection of certain returns by Department of Health, Education, and Welfare 

Pursuant to the authority contained in 26 CFR 301. 6103(a) — 100, 
District Directors, Service Center Directors, and the Director of 
International Operations, are hereby authorized upon request, in 
accordance with prescribed. procedures, to make available for inspec- 
tion by any duly authorized oflicer or employee of the Department 
of Health. Education, and 9 elfare any individual income tax return 
made in respect of a tax imposed under chapter 1 or chapter 2 of the 
Internal Revenue Code, as may be needed in its administration of the 
provisions of Title II of the Social Security Act, as amended. Such 
authorization includes the furnishing of a copy of the return or any 
data on such return. 

The authority' clelegated herein may be redelegated, but not lower 
than to Division Chiefs except that the Director of International Oper- 
ations may redelegate to the Director's Representative in Puerto Rico. 

This Order sIIpersedes Delegation Order Xo. 1o, issued January 11, 
1956 [C. B. 1956 — 1, 1012]. 

SIIELDON S. COHEN, 
Comm& sioner. 

(Filed by the Division of the Federal Register on Iiay 17, 1966, 8:49 a. m. , 
and published in the issue of the Federal Register for Nay 18, 1966, 81 1'. R. 
7960) 

' 30 F. R. 13440. 



DELEGATION ORDER NO. 23 (Rev. 4) 
(Effective Februa, ry 11, 1966) 

Settlement of Tort Claims a. nd claims made by an employee of the Internal 
Revenue Service for damage to or loss of personal propertv incident to his service 

1. Pursuant to Treasury Department Order No. 145 (Rev. 2), dated 
October 28, 1959 and Treasury Department Order No. 177 — 22 (Rev. 

s 
1, dated October 18, 1965, there is hereby delegated to the Assistant 

ommissioner (A. dministration), the Director, Facilities Management 
Division, the Chief, Emergency Planning Branch, and the Safety 
Management Ofhcer in the Emergency Planning Branch: 

(a) The authority, under 28 U. S. C. 2672 to consider, ascertain, 
'adjust, determine, se~ttle and pay claims for money damages of 
$2, 500 or less, for injury, loss, or death, caused by the negligent, or 
wrongful act or omission of any employee of the Internal Revenue 
'Service; 

(b) The authority to consider, ascertain, adjust and determine 
claims under the Act of December 28, 1922, 42 Stat. 1066; 

(c) The authority under the Military Personnel and Civilian 
Employees' Claims A. ct of. 1964-, as amended, to settle and pay 
claims made by an employee of the Internal Revenue Service, for 
damage to or loss of personal property incident to his service. 

2. This authority may not be redelegated. 
3. This Order supersedes Delegation Order No. 23 (Rev. 3) issued 

A. pril lo, 1963 [C. B. 1963 — 1, 430]. 
SHKLDON S COHEN~ 

Commissioner. 
(Filed by the Division of the Federal Register on February 15, 1066, 8r47 a. m. , 

and published in the issue of the Federal Register for February 16, 1966, 61 
F. R. 2785) 

DELEGA. TION ORDER NO. 66 (Rev. 1) 

CHIEF COUNSEL'S ORDER, NO. 1958 — 11 (Rev. 1) 
(Effective January 28, 1966) 

Authorities of Regional Appellate Division and of Regional Coun- 
sel in Protested Cases and in Tax Court cases. 

Pursuant to the authority vested in the undersiglled, it is ordered. 
that: 

1. (a) In each case in which a taxpayer has protested the determina- 
tion of liability made by the Ofhce of a Distnct Director of Internal 
Revenue or by the ofBce of the Director of International Operations, 
the Regional Commissioner is authorized exclusively to represent the 
Commissioner (1) in the determination of liability for income, profits, 
estate, and gift tax in cases not docketed in the Tax Court of the 
United States, whether before or after issuance of a statutory notice; 
and (2) in the determination of liability for the excise and employ- 
ment taxes designated in paragraph 5 of this Order. In each region 
the Assistant Regional Commissioner (Appellate), as Chief of the 
Appellate Division of the region, is authorized and each Chief, Ap- 
pell tte Branch Once, and. each Associate Chief is authorized to repre- 
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sent the Regional Commissioner in the determination of tax liability 
in such case; and each Assistant Chief is authorized to represent the 
Regional Commissioner in the determination of tax liability in any 
such case in which the net deficiency or the net overassessment deter- 
mined by the District Director or by the Director of International 
Operations does not exceed $50, 000 and the determination of the 
Appellate Division does not involve a net overassessment in excess of 
$50, 000. 

(b) The authorities delegated in subparagraph (a) of this para- 
graph are subject to tlie exceptions set forth in paragraph 3 of this 
Order and, except as provided in paragraph 4, they may not be 
redelegated. 

2. (a) In each income, profits, estate, and gift tax ease docketed in 
the Tax Court, in conformity with the provisions of Delegation Order 
No. 60 — Chief Counsel's Order No. 1958 — 5, dated April 17, 1958 
[C. B. 1958 — 1, 681], the Regional Commissioner is autliorized exclu- 
sively to represent the Conimissioner in the functions delegated to 
the Regional Appellate Division in that joint Order. In each region 
the Assistant Regional Commissioner (Appellate), as Chief of the 
Appellate Division of the region, is authorized and each Chief, Ap- 
pellate Branch Once, and each Associate Chief is authorized to 
represent the Regiona~l Commissioner in the performance of those 
functions; and each Assistant Chief is authorized to represent the 
Regional Commissioner in the performance of those functions in any 
such case in which the net deficiency or net overassessment determined 
in the statutory notice does not exceed $50, 000 and the basis of dispo- 
sition does not involve a net overassessment in excess of $50, 000. 

(b) The authorities delegated in subparagraph (a) of this para- 
aph are subject to the exceptions set forth in paragraph 3 of this 
rder and they may not be redelegated. 
3. The authorities delegated by this Order to the Regional Commis- 

sioners do not include authority to: 
(a) Zliminate the ad valorem fraud penalty in any income, 

profits, estate or gift tax case in which the penalty has been de- 
termined by the district o%ce in connection v-ith a tax year or 
period, or which is related to or afFects such & ear or period, for 
which criminal prosecution against the taxpayer (or a related 
taxpayer involving the same transaction) has been recommended 
to the Department of Justice for willful attempt to evade or de- 
feat tax, or for v-illful failure to file a return, except upon the 
recommendation or concurrence of the Regional Counsel; 

(b) A. ct in any case in which a recommeudation for criminal 
prosecution is pending, except v ith the concurrence of the 
Regional Counsel; nor 

(c) 31odify any decision of the Excess Profits Tax Council with 
respect to any issue arising under section 722 of the Internal 
Revenue Code of 19M, except with the concurrence of the Director 
of the Appellate Division or his delegate. 

4. In any case not docketed in the Tax Court in which a statutory 
notice was issued by the office of a District Director, the Assistant 
Regional Commi=-sioner (Appellate) niay relinquish the jurisdiction 
of the Appellate Division by waiver to the once of that, District 
Directoi'. Similarly, the Assistant Regional Coinniissioner (Appel- 
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late) for the region which includes Washington, D C 
& 

IIiay relinquish 
the jurisdiction of the Appellate Division by waiver to the office of 
the Director of International Operations in any case in which the 
office of that Director issued the statutory notice. No such waiver 
shall be made in any ease in which criminal prosecution has been 
recommended and not finally disposed of; nor in any case in which 
the determination in the statutory notice includes the ad valorem 
fraud penalty. Notwithstanding any such waiver, upon filing of a 
petition with the Tax Court, jurisdiction shall revest in the Appellate 
Division. 

5. The excise and employment taxes subject to the provisions of this 
Order include any Federal excise or employment tax: 

(a) Under the Internal Revenue Code of 1039, except any tax 
imposed by: 

1) Chapter 8, 15, 23, 26, or 97A; 
9) Subchapter B of Chapter 25; 

(3) Part V, VI, VII, or VIII of Subchapter A of Chapter 
97; 

(4) Subchapter B of Chapter 98, insofar as it relates to 
liquor and tobacco; or 

(5) Chapter 9A, insofa, r as it relates to distilled spirits, 
wines, cordials, or fermented malt liquors. 

('b) Under the Interna, l Revenue Code of 19M, except any tax 
imposed by: 

(1) Chapter 35 of Subtitle D; 
2) Subchapter A. , Chapter 39 of Subtitle D; 
3) Subtitle F; or 
4) Subchapter D, Chapter 78 of Subtitle F, insofar as it 

relates to liquor and tobacco. 
6. (a) In the performance of his functions under this Order, each 

Regional Counsel shall be subject to the general supervision and con- 
trol of the Chief Counsel. With the approval of the Chief Counsel, 
R, egiona, l Counsel may redelegate any function by this Order vested in 
Regional Counsel. 

(b) The Regional Counsel will consider all memoranda prepared 
in the Regional Appellate Division recominending the issuance of 
statutory iiotices, prior to the issuance of such statutory notices by the Re~tonal Appellate Division. 

7. The instruct, ions contained in this Order are intended to supple- 
vient the instructions contained in Delegation Order No. 60 — Chief 
Counsel's Order No. 1958 — 5, dated April 17, 1058 [C. B. 1058 — 1, 681], 
and supersede other prior instructions to the extent that such other 
prior instructions are inconsistent, herewith. 

8. This Order supersedes Delegation Order No. 66, Chief Counsel's 
Order No. 1958 — 11, issued August 6, 1958 t C. B. 1058 — o, 1093], and 
Amendment 1 thereto, issued A. ugust, 4, 1050, C. B. 1959 — o, 008. 

SHELDON S. COHEN) 
Cotnnii sst'oner. 

MITGHELL RGGGVIN) 
Chief CounseL 

(Filed by the Division of the Federal Register on Feb. 0, 1900, 0:40 a. ni. , and 
published in the issue of the Federal Register for Feb. 'I, 1900, 01 F. R. 2000) 
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DELEGATION ORDER NO. 88 (Rev. 9) 
(Effective May 1'5, 1066) 

Authority to permit inspection of certain returns and related documents 

Pursuant to authority vested in the Commissioner of Internal Rev- 
enue by 26 CFR 801. 6108(a) — 1, District Directors, the Director of In- 
ternational Operations, Service Center Directors& and the Director of 
the Collection Division, are authorized: 

1. To permit inspection of returns in their custody by any applicant 
eligible therefor in accordance with paragraph (c) of section 301. 6103 
(;i) — 1, including any applicant with respect to whom inspection is 
made discretionary with the Secreta, ry or the Commissioner or the dele- 
gate of either, provided such applicant meets the requirements em- 
bodied by such paragraph. The authority delegated in this para- 
graph of this order is limited to returns as filed by or on behalf of 
the taxpayer, including any schedules, lists and other written state- 
ments which have been filed with the Internal Revenue Service by or 
on behalf of the taxpayer or which have previously been furnished 
by the Service to the taxpayer. 

9. To permit inspection of returns in their custody by United States 
attorneys and attorneys of the Department of Justice in accordance 
with paragraph (g) of section 801. 6108(a) — 1, and to r'urnish returns, 
or copies thereof, to such attorneys in accordance with paragraph (h) 
of such section. The authority delegated in this paragraph of this 
order is limited to returns as filed by or on behalf of the taxpayer, in- 
cluding any schedules, lists and other written statements which have 
been flie with the Internal Revenue Service by or on behalf of tlie 
taxpayer or which have previously been furnished by the Service to 
the taxpayer, except that other records or reports containing infor- 
mation included or required by statute to be included in the return 
may be furnished (a) when the return or copy thereof is requested for 
oflicial use in the prosecution of claims and demands by. and offenses 
against, the United States, or the defense of claims and demands 
against the United States or ofFicers and employees thereof, in cases 
arising under the internal revenue laivs or related statutes which v-ere 

referred by the Department of the Treasury to the Department of 
Justice for such prosecution or defense, or (b) in cases not so referred. 
when so authorized by the Assistant Commissioner (Compliance). 

3. The authority delegated in paragraph 1 may be redelcgated. but 
not lower than to Divis(on Chiefs except that the Director~of Inter- 
national Operations may redelegate to the Director's Representative 
in Puerto Rico. The authority delegated in pa, ragraph 2 may not be 

redelegatecl. 
4. This Order supersedes Delegation Order Xo. 86 (Rev. 1), issued 

February 12, 1965 [C. B. 196. & — 1. 699[. 
SHELDOX S. COHEX. 

C'om ini-~a~oner. 

(Filed by the Division of the Federal Register on allay 17. 19', s:49 a. nn. and 

published in tile issue of the I'ederal Register for IIay IS, 1900. 81 F. R. 7Z49) 
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DELEGATION ORDER XO. 86 (Rev. 2) 
(Effective May 18, 1966) 

Authority to permit inspection of certain returns by certain applicants pursuant 
to 26 CFR 601. 702(d) 

Pursuant to authority vested in the Commissioner of Internal Rev- 
enue, authority is hereby delegated to District Directors, Service Cen- 
ter Directors and the Director of. International Operations, to permit 
inspection o returns in their custody, inspection of which may be 
authorized by the Commissioner of Internal Revenue pursuant to 26 
CFR 601. 702(d), to the same persons and subject to the same con- 
ditions as prescribed. for such persons in 26 CFR 801. 6108(a) — 1(c). 

The authority delegated herein is limited to returns as filed by or on 
behalf of the taxpayer, including any schedules, lists and other written 
statements which have been filed with the Internal Revenue Service 
by or on behalf of the taxpayer or which have previously been fur- 
nished by the Service to the taxpayer. 

Whenever it is determined that a return or related docmnent as de- 
fied above is available for disclosure in a particular case, a copy or 
certified copy may be furnished the party requesting the same. 

The authority delegated herein may be redelegated, but not lo~er 
than to Division Chiefs except that the Director of International Op- 
erations may redelegate to the Director's Representative in Puerto 
Rico. 

This Order supersedes Delegation Order No. 86 (Rev. 1), issued 
February 12, 1965 [C. B. 1965 — 1, 700]. 

SazmoN S. CoazN, 
Commissioner. 

(Filed bv the Division of the Federal Register on May 17, 1966, 8:48 a. m. , aud 
published in the issue of the Federal Register for May 18, 1966, 81 F. R. 7249) 

DELEGATION ORDER NO. 88 (Rev. 1) 

(Effective December 80, 1065) 
Issuance of notices of revocation and reestablishment of exemption 

Pursuant to the provisions of 26 CFR 1. 508(a) — 1, the authority 
to determine that an organization has engaged in a prohibited trans- 
action and to notify the organization of the revocation of. exemption 
is delegated to District Directors of Internal Revenue. 

District Directors are also delegated the authority to determine 
that such an organization will not laxowingly again engage in a pro- 
hibited transaction and that the organization also satis6es all other 
requirements under section 501(c) I8) or section 401(a) of the In- 
ternal Revenue Code of 1054, and to notify such organization of the 
reesta, blishment, of its exemption pursuant to 26 CFR 1. 508(d) — 1. 

Authority delegated in this Order may be redelegated only to Chiefs 
of A. udit Division. 
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This Orcler supersedes Delegation Order No. 88, issued October 25' 
1962 [C. B. 1962-2, 397j. 

SHELDON S. CoHEN, 
Cori s. s ~'nner. 

(Filed by the Division of the Federal Register on Jan. 6, 1966, 8:47 a. m. , and 
published in the issue of the Federal Register for Jan. 7, 1966, 81 F. R. 227) 

DELEGATION ORDER NO. 88 (Rev. 2) 

(Effective February 11, 1966) 
Issuance of notices of revocation and reestablishment of exemption 

Pursuant to the provisions of 26 CFR 1. 508(a) — 1, the authority to 
determine that an organization has engaged in a prohibited trans- 
action and to notify the organization of the revocation of exemption 
is delegated to District Directors of Internal Revenue. 

Dist~rict Directors are also delegated the authority to determine that 
such an organization will not knowingly again engage in a prohibited 
transaction and that the organization also satisfies all other require- 
ments under section 501(c) (8) or section 401(a) of the Internal Reve- 
nue Code of 1954, and to notify such organization of the 
reestablishment of its exemption pursuant to 26 CFR 1. 508(d) — 1. 

Authority delegated in this Order may be redelegated only to Chiefs 
of Audit Division. 

This Order supersedes Delegation Order No. 88 (Rev. 1) [page 592, 
this Bulletint, issued December 80, 1965, and Delegation Order No. 54 
[C. B. 1957-2, 1091t, issued October 22, 1957. 

SHELDOX S. COHKX, 
CommiMi oner. 

(Filed by the Division of the Federal Pegister on Feb. 15. 1900, 8:47 a. m. , a. nd 
published in the issue of the Federal Register for Feb. 10, 1960, 81 F. R. 278o) 

( also Part, I, Sections 4371, 4674; 
26 CFR 145. 5 — 1. ) 

T. D. 6868' 

TITLE 26 — IXTERXAL REVEXUE. — CHAPTER Iq SUBCHAPTER D) PART 145. — 
TEMPORARY RED ULATIOXS IX CONXECTION WITH TEIE I'. XCISE TAX RE- 

DUCTION ACT OF 1965 

Policies issued by foreig~ insurers 

DEPAPiT3IEXT OF THE TREASURY 
~ 

OFFICE OF CO&I31ISSIOXER OF IXTERXAL RKUKXUK, 
tVashington. D. C. , ?0?Z$ 

To Ogcerg and Emp/oyeesof the Interna/ Fevenne Service and Others 
Concerned: 

In order to prescribe temporary regulations, svhich shall renIain in 

force and eftect until superseded by permanent, regulations, to refiect 

~ SP F. R. 1 & & ~7 
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the amend. ments made to sections 4871 and 4874 of the Internal Revenue 
Code of 1954 (relating to tax on policies issued by foreign insurers) 
by section 804 of the Excise Tax Reduction Act of 1965 (79 Stat. 160) 
[Public Law 89 — 44, C. B. 1965 — 9, 568], the following regulations are 
hereby prescribed: 

$ 145. 5 — 1 Imposition and payment of tax on policies issued. by 
foreign insurers. — (a) In generaL — Section 804 of the Excise Tax 
Reduction Act of 1965 (79 Stat. 160) amends section 4874 of the In- 
ternal Revenue Code of 1954 to provide that the Secretary or his dele- 
gate may prescribe by regulations that the tax imposed by section 
4871, relating to the tax on policies issued by foreign insurers, shall 
be paid. by return in lieu of by the afBxing of documentary tax stamps. 
In addition, section 804 of such Act amends section 4871 of the Code 
to provide that if the tax imposed by section 4871 is paid by return 
under regulations prescribed under section 4874, the tax shall be 
computed on the premium paid in lieu of the premium charged. This 
section prescribes regulations under sections 4871 and 4874 with re- 
spect to premiums paid on or after January 1, 1966. 

(b) Payment of tax. — (1) Duty to remit tax. — With respect to 
premiums paid on or after January 1, 1966, the tax imposed by section 
4871 shall be remitted by the person who makes the payment of the 
premium to a foreign insurer or reinsurer or to any nonresident agent, 
solicitor, or broker. For purposes of this subparagraph, the person 
who makes payment means that resident person who actually trans- 
fers the money, check, or its equivalent to the foreign insurer or rein- 
surer (including transfers to any bank, trust fund, or similar recipient, 
designated by the foreign insurer or reinsurer), or to any nonresident 
agent, solicitor, or broker. (See section 4879 (a) for de6nition of 
foreign insurer or reinsurer. ) For persons liable for the tax imposed 
by section 4871, see section 4884 and the regulations thereunder. 

(9) FiZing of returns. — Every person required. to remit under this 
section the tax imposed by section 4871 shall make a return of such tax 
on Form 720. 

(8) W'hen ZiabiZity for tax atto~hes. — The liability for the tax im- 
posed by section 4871 with respect to premiums paid on or after 
January 1, 1966, shall attach at the time the premium payment is 
transferred to the foreign insurer or reinsurer (including transfers to 
any bank, trust fund. or similar recipient, designated by the foreign 
insurer or reinsurer), or to any nonresident ageiit, solicitor, or broker, 
A. person required to remit tax under this section may remit such tax 
before the time the tax attaches if he keeps records consistent with such 
practice. 

(4) 7'ax paid on the basis of premium, charged. — With respect to 
a premium paid on or after January 1, 1966, to the extent that tax 
imposed by section 4871 was paid on the basis of the premium 
charged before January 1, 1966, in accordance with the provisions of 
$ 47. 4871 — 9 (Documentary Stamp Tax), no further tax is due under 
this section. 

(c) Rate and computation of tax. — (1) In generaL — (i) With 
respect to premiums paid on or after January 1, 1966, the tax under 
section 4871(1) is imposed at the rate of 4 cents on each dollar, or 
fractional part thereof, of the premium payment. For example, upon 
a premium payment of $10. 10 the tax amounts to 44 cents. 
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(ii) AVith respect to premiums paid on or after January 1, 1966' tile 
tax under section 4371 (2) and (3) is imposed at the rate of 1 cent on 
each dollar, or fractional part thereof, of the premium payment. For 
example, upon a premium payment of $10. 10 the tax amounts to 11 
cents. 

(2) lVeaning of prerniurn; For purposes of this section, the term 
"premium" means the agreed price or consideration for assuming and 
carrying the risk or obligation, and includes any additional assess- 
ment or charge which may be assessed or charged under the contract, 
whether payable in one sum or installments. 

(d) Adrnini8trative provi8ione applicable. — All the provisions of 
$$ 46. 6011(a) — 1 through 46. 6404(a) — 1 (except $ 46. 6011(a) — 3) (Mis- 
cellaneous Excise Taxes Payable by Return) of this chapter shall, in- 
sofar as not inconsistent with this section, apply in respect of the tax 
imposed by section 4371 with respect to premiums paid after Decem- 
ber 31, 1965, as though such tax were imposed by section 4501(a). For 
purposes of applying such provisions, the person who pursuant to 
paragraph (b) of this section is required to remit the tax imposed by 
section 4371 shall be treated as the person liable for such tax. 

(e) Eeeord8 required with re8peet to foreign in8uranee poHck, 8. — 
(1) Each person required under the provisions of paragraph (b) of 
this section to remit the tax imposed by section 4371 shall keep or cause 
to be kept accurate records of all policies or other instruments sub- 
ject to such tax upon Yvhich premiums have been paid. Such records 
must identify each such policy or other instrument in such manner so 
as to clearly establish. : (i) the gross premium paid; (ii) whether 
such policy or other instrument is (a) a policy of casualty insurance 
or an indemnity bond subject to tax under section 4371(1), (b) a policy 
of life, sickness, or accident insurance or an annuity contract subject 
to tax under section 4371(2), or (c) a policy of reinsurance subject to 
tax under section 4371(3); (iii) the identity of the insured (as dered 
in section 4372(d) ); (iv) the identity of the foreign insurer or re- 
insurer (as defined in section 4372(a) ); and (v) the total premium 
charged and, if the premium is to be paid in installments, the amount 
and annivers~ary date of each such installment. 

(2) The records required under the provisions of this paragraph. 
must be kept on file at the place of business or at some other convenient 
location, for a period of at least 3 years from the date any part of the 
tax became due or the date any part of the tax is paid, whichever is 
later, in such manner as to be readily accessible to authorized internal 
revenue oKcers or employees. 

(3) The person having control or possession of a policy or other 
instrument subject to tax under section 4371 shall retain such policy 
or other instrument for at least 3 years from the date any part of t. he 
tax with respect to such policy was paid. 

(f) Use of documentary etanipe. — Except as provided in paragraph 
(b) (4) of this section, documentary stamps shall not be used in pay- 
ment of the tax imposed by section 4371 with respect to premiuins 
paid on or after January 1, 1966. 

(g) Penalty for failure to fi'le return. — Any person who on or after 
January 1, 1966, fails to comply with the requirements of paragraph 
(b) of this section with intent to evade the tax shall, in addition to 

ess' — 66 — 89 
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tax. (See section 7270. ) 

Because of the need for prompt guidance with respect to the pro 
cedures authorized. by this Treasury Decision, it is found impractica- 
ble to issue it with notice and pubhc procedure thereon under section 
4(a) of the Administrative Procedure Act, approved June 11, 1946, 
or subject to the e8ective date limitations of section 4(c) of that, Act. 

(This Treasury Decision is issued under the authority contained in 
section 7805 of the Internal Revenue Code of 1954 (68A Stat. 917; 
26 U. S. C. 7805). ) 

SHEIDoN S. COHEN& 
Commissioner of Interna/Eevenue 

Approved December 17, 1965. 
STANI EY S. SURREY& 

Assistant Secretary of the Treasvry. 
(Piled by the Division of the Pederal Register on Dec. 20, 1965, 8:50 a. n1. , and. 

published in the issue of the Federal Register for Dec. 21, 1965, 30 P. R. 15737) 

T. D. 6869 ' 

TITLE 26 — INTERNAL REVENUE. — CHAPTER Iq SUBCHAPTER Aq PART 1. — 
INCOME TAX j TAXABLE YEARS BEGINNING AFTER DECEMBER 81) 19 63 

Election by individuals to be subject to tax at corporate rates. 
DEPARTMENT OF THE TREASURY) 

OFFIcE 0F COMMIssIONER oF INTERNAL REVENUE, 

Washington, D. C. , 8088$ 
To Officers and Employees of the Internal Eevenne 8ervice and Others 

Concerned: 
Sections 1. 962 to 1. 962-4 of the Income Tax Reoulations (26 CFR 

Part 1) as set forth in Treasury Decision 6858 tC. B. 1965 — 2, 248], 
approved October 21, 1965 (80 F. R. 18694), supersede ($ 16. 5 and 
16. 5 — 1 as set forth in Treasury Decision 6708 [C. B. 1964 — 1 (Part 1), 
614] (26 CFR Part 16), approved January 29, 1964 (29 F. R. 1616). 

Because this Treasury Decision is procedural in nature, it is hereby 
found that it is unnecessary to issue this Treasury Decision with notice 
and public procedure thereon under section 4(a) of the Administrative 
Procedure Act, approved June 11, 1946, or subject, to the e8ective date 
limitation of section 4 (c) of said Act. 

(This Treasury Decision is issued. under the authority contained in 
section 7805 of the Internal Revenue C'ode of 1954 (68A Stat. 917 j 
U. S. C. 7805). ) 

SIIELDON S. COHEN) 
Commissioner of Interna/Eevenve. 

Approved December 27, 1965. 
STANLEY S SURREY~ 

Assistant Secretary of the Treasury. 
(Piled by the Division of the Federal Register on Dee. 30, 1965, 8:46 a. m. , and 

published in the issue of the Federal Register for Dee. 31, 1965, 30 P. R. 17164) 
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(A. iso Part I, Section 810; 26 Ck'R 1. 810 — 2. ) T, D. 6878 ' 
TITLE 2G — INTERNAL REvENUE. — CIIAI"TER Iy sUBCIIAPTER A~ PART I. — 

INcoME TAx 1 TAxABLE YEARs BEGINNING AFTER DEcEMBER 31 1953 
Percentage to be used by foreign life insurance companies in computing income tax for the taxable year 1065 and estimated tax for the taxable year 1066. 

DEPARTai 1' NT OF THE TREASUI Yy 
11'ashi Baton, D. C. , 80870 

To Officers and Employees of the Treasury Department and Others 
Concern ee: 

Section 810(b) of the Internal Revenue Code of 1054, as added by 
the Life Insurance Company Income Tax Act of 1050 (78 Stat. 186), 
provides for the determination of a percentage to be used in deter- 
mining a, "minimum figure" for each foreign life insurance company 
described in section 810(a). RVhere this minimum figure exceeds the 
foreigii life insurance company's surplus helcl in the United States, the 
amount of the "policy and other contract liability requirements" 
(determined under section 805 ivithout regard to section 810(b) ), 
and the amount of the "required interest" (determined under sec- 
tion 800(a. ) ivithout regard to section 810(b) ), must each be reduced 
by an amount determined by multiplying such excess by the "current 
ealmings rate" (as defined in section 805(b) (2)). Accordingly, it 
is hereby determined that for purposes of computing the 1065 income 
tax for foreign life insurance companies a percentage of 15. 8 shall be 
used in determining the "minimum figure" under section 810(b). 

It is presently anticipated that the data ~vith respect to domestic 
life insurance companies for 1065 required for the computation of the 
percentage to be used by foreign life insurance companies in comput- 
ing their estimated tax for the taxable year 1066 vvill not be avail- 
able in time for tlie filing of the declaration of estimated tax for such 
taxable year. accordingly, it is hereby determined that for purposes 
nf computing tlie estimated tax for the taxable year 1966 and pay- 
ments of installruents thereof 1&y foreign life insurance companies, a 
percentage of l, i. 8 (tlie percentage applicablc Ior 1965) shall be used 
in deterniining the minimum figure under section 810(b). Xo addi- 
tions to tax shall be made because of any underpayment of estimated 
tax for the taxable year 1066 ~vhich results soleli from the use of this 
percentage. 

Because tlie percentage announced ui this Treasury Decision is 
computed from information contained in the income tax returns of 
domestic life insurance companies for the year 1964, ~vhich are not 
open to public inspection, the public accordingly cannot effectively 
participate in the determination of such figure. Therefore, it is found 
that it is unnecessary to issue this Treasury Decision ivith notice 
and public procedure thereon under section 4(a) of the Administra- 
tive Procedure Act, approved tune 11, 1946, or subject to the effective 
date limitation of section 4(c) of said Act. 

STANLEY S. SUPREY, 
Assistant Secretary of the Treasury. 

(Filed by the»vision of the Federal Register on i1lar. 1, 1066, 8:46 a. m. , and 
published in the issue of the Federal Register for Mar. 2, 1066, 31 F. R. 3285) 
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(Also Part I, Sections 446, 481; Rev. Proc. 66 — 1 ' 
26 CFR 1. 446 — 1, 1. 481 — 1. ) 

Procedure for changing practice of reporting diversion pav- 
ments received under the provisions of the United States Depart- 
ment of Agriculture 1963 Wheat Stabilization Program and the 1963 
Feed Grain Program. 

SECTION 1. PURPOSE. 

The purpose of this Revenue Procedure is to provide an adminis- 
trative procedure whereby cash basis taxpayers may expeditiously 
obtain consent to change their accounting practice of reporting pay- 
ments received under the United States Department of Agriculture 
1968 Wheat Stabilization Program and the 1963 Feed Grain Program. 
Taxpayers complying with the provisions hereof will be deemed to 
have obtained the consent of the Commissioner of Internal Revenue 
to change their practice of reporting diversion payments received 
under such programs. 
SEC. 2. BACKGROVND. 

. 01 Wheat and feed grain diversion payments received by a cash 
basis taxpayer are includible in gross income when they are received 
by him, or made available to him, whichever is earlier. See Rev. Rul. 
65 — 97, C, B. 1965 — 1, 211, and Rev. Rul. 65 — 98, C. B. 1965 — 1, 213. 

. 02 Under existing procedure, a cash basis taxpayer who has estab- 
lished an accounting practice of reporting wheat and feed grain 
diversion payments in the year in which they are actually received 
wishing to minimize the effect of reporting in one year's income pay- 
ments attributable to two crop years, is required to request applica- 
tion of the administrative procedure under Revenue Procedure 64 — 16, 
C, B. 1964 — 1 (Part 1), 677. 
SEC. 8. APPLICATION. 

This Revenue Procedure is applicable to any cash basis taxpayer 
who wishes to request relief from the doubling up of wheat and feed 
grain diversion payments from the year in which they are actually 
received to the practice of reporting such diversion payments in the 
year in which they are received, or made available, whichever is 
earlier. To obtain relief the taxpa~yer must comply with the require- 
ments of section 4, below. Taxpayers satisfying these requirements 
will be deemed to be in compliance with the provisions of Revenue 
Procedure 64 — 1 6. 
SEC. 4. REQVIREMEN TS. 

. 01 For purposes of this Revenue Procedure the collateral agree- 
ment required by Revenue Procedure 64 — 16 will take the form of a 
simple signed statement along the following lines. 

I am a cash basis taxpayer and I wish to change my practice 
of reporting wheat and feed grain diversion payments for Federal 
income tax purposes, beginning with the year 1965. I agree to 
include such payments in the year in which they are made avail- 
able to me instead of the year in which they are actually received 
and further agree that I will report one-tenth of the amount of 
the payment received in 1965 which was attributable to 1964 until 

Also released as Technical Information Release 799, dated December 21, 1965. 
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the total amount of that payment has been included in my taxable 
income. 

. 02 The statement required by this section must be attached to the 
taxpayer's 1965 Federal income tax return, or an amended return for 
the year 1965, in the event the taxpayer was not aware of this procedure at the time the 1965 return was filed. 
SEC. 5. RECORDS. 

The taxpayer must maintain adequate records with respect to the 
wheat and feed grain diversion payments so that the District Director 
may verify the data concerning the change. 
SEC. 6. EFFKCTIvK D, ~TE. 

This Revenue Procedure shall be effective for taxable years wherein 
diversion payments attributable to 1964 were deferred to 1965. 

26 CFR 601. 801: Imposition of taxes, quali- 
fication requirements, and regulations. 

(Also Part III — A, Sections 5867, 5888, 5884. ) 

Rev. Proc. 66 — 2 

Transitional procedures are prescribed for terminating recerd- 
keeping requirements under the wine reserve inventory and estab- 
lishing new records of amelioration, and for completing the sweet- 
ening, after December SI, 106o, of wine in reserve inventory on 
that date. 

SECTION 1. PURPOSE. 
The purpose of this Revenue Procedure is to provide transitional 

procedures to be followed by proprietors of bonded wine cellars as the 
result of the deletion of the wine reserve inventory and intermediate 
storage provisions from sections 5888 and 5884 of the Internal Revenue 
Code of 1954, as amended effective January 1, 1966, by section 806(b) 
of the Excise Tax Reduction Act of 1965, Public I aw 89 — 44, C. B. 
1965 — 2, 568, and procedures for completing sweetening of wine re- 
moved from reserve inventory as of the close of business December 
81, 1965. 
SEC ' FORM 2054' AVIATE FERDIKKTAI'Iox RECORD, 

. 01 As of the beginning of business January 1, 1966, each )Vine 
Fermentation Record, Form 2054, shall be closed, and a new record 
of amelioration shall be established for each kind of fruit or berries, 
including grapes. The balance of wine, column (o), Form 2054, and 
the gallons of ameliorating credits, column (y), Form 2054, in each 
account, shall be transferred to the net record of amelioration; an 
appropriate explanatory notation, such as "Received from Form 2054, " 
shall be made in the new record of amelioration. ~ho particular forIn 
is prescribed for the record of amelioration, but regulations, 26 CFR 
part 240, ~il require that such record refiect all quantities in gallons 
and contain all data necessary to enable internal revenue olficers to 
readily ascertain that the limitations on amelioration have been com- 
plied with. Each. separate record shall include data as follows: 

(a) The quantity of juice (exclusive of pulp) deposited in 
f ermenters. 



600 

(b) For juice from fruit or berries, other than grapes, the 
Inaximum quantity of pure dry sugar or liquid sugar authorized 
for adjustment of the total solids content. 

(c) The maximum quantity of ameliorating material to which 
the juice is entitled. 

(d) The quantity of ameliorating material used, including pure 
dry sugar or liquid sugar used for adjustment of total solids 
content. 

(e) The quantity of ameliorating material authorized but not 
yet used. 

. 02 At the time the Wine Fermentation Record, Form 2054, is 
closed and the balance of wine included in such record is transferred 
to the new record of amelioration, the quantity of any such wine held 
in intermediate storage shall, if the fermentation thereof has been 
completed, be accurately determined and reported in column (c), Form 
2056, Record of Still Wine, as wine produced; wine held in inter- 
mediate storage on December 31, 1965, shall, if the fermentation 
thereof has not been completed, become wine in fermenters, on January 
1, 1966. 
SEc. 3. FCRM 2055, WINE RESERvE INvENToRY REcoRD. 

As of the close of business December 31, 1965, each Wine Reserve 
Inventory Record, Form 2055, shall be closed by making a Anal entry 
in column (f) showing that all wine is, at that time, withdrawn from 
the reserve inventory. The quantity of wine so withdrawn shall be 
reported in column (g) of the appropriate Record of Still Wine, Form 
2056, as wine received from reserve inventory. Also, the quantity of 
wine so withdrawn from reserve inventory, snd the quantity of wine 
received from reserve inventory, shall be reported in the usual manner 
in part I, section A, of the Monthly Report of Wine Cellar Operations, 
Form 702, for December 1965. 
SEc. 4. FQRM 2056 REcoRD oF STILL WINE. 

. 01 The quantity of wine received from reserve inventory as 
provided in section 3 ot this Revenue Procedure shall be entered in 
column (g) of the appropriate Form 2056, as of the close of business 
December 31, 1965. Also, the quantity of completely fermented wine 
which was held in intermediate storage on December 31, 1965, shall, 
as of the beginning of business January 1, 1966, and as provided in 
section 2. 02 of this Revenue Procedure, be entered in column (c), 
Form 2056, as wine produced by ferment, ation. 

. 02 Commencing January 1, 1966, all sweetening of wine shall be 
recorded on Form 2056, in columns (d) and (o); and the kind of 
sweetening material used (if pure dry sugar or liquid sugar is used) 
shall be entered in column (b), except that where a particular lot 
of wine is sweetened with both sugar (dry or liquid) and juice (con- 
centratecl or unconcentrated), a separate entry therefor shall be made 
on Form 2056, and the quantity of sugar and type of juice used for 
sweetening shall be shown in column (b) . 

. 03 Commencing Ja, nuary 1, 1966, the amelioration of wine after 
completion of fermentation and remo~o, i from fennenters shall be 
recorded on Form 2056. For this purpose Form 2056 may be modified 
by changing the hea. ding of an unused column in the right-hand 
portion of the form to read "Used for Amelioration" and by chang- 



ing the heading of column (g) to read "Prochlced by Amelioration. " 
SEC. 5. lilo'xTIII Y REPoRT oF lVIEIE CELLAR OPERATIobrs FQRbf 702, 

AXD IXVKEITORY' OF 0 IEIE, FORbi 702 — C. 
. 01 The hloilthly Report of Wine Cellar Operations, Form 702 

(Rev. 8 — 65), for the month of December 1965, shall reAect the close- 
out of the reserve inventory as provided four in section 8 of this 
Revenue Procedure, and on the Inventory of Wine, Form 702 — C, for 
December 81, 1965, all still wine shall be reported as "Still Wine in 
Permanent Storage. " 

. 02 The quantity of wine in intermediate storage as of December 
81, 1965, shall be reported in the usual manner in part VII oi Form 
702~ (Rev. 3 — 65); thereafter part, VII of Form 702 (Rev. 1 — 66) will 
be used to report the quantity of "Still Wine in Fermenters Last of 
IIontln" 
SEc. 6. ll. » RKIIi Gs obr TAbrlis. 

Each tank w hich on December 81, 1965, is designated as "Inter- 
mediate Storage" or "Reserve Storage" shall, as of January 1, 1966, 
be designated to reflect its intended use, such as "Fermenting Tank" 
(or "Fermenter") or "Storage Tank. " 
SEC. 7. SWEE Ehrxu OF 3 ~ IRE 0 ITHDRAWN FRobi REsERvE IXvFXTOIIY 

As oF DEcv. bIBFR 81, 1965. 
Wine withdrawn as of the close of business December 81, 1965, 

from reserve inventory, as provided in section 8 of this R~evenue 
Procedure, may, if sweetening has not been completed, be sweetene&l 
on and after January 1, 1966, as provided in this section, but only if 
sllch wine is kept separate from other wine until sweetening opera- 
tions are conlpleted. 'A ine so withdrawn from reserve inventory 
may be sweetened with pure dry sugar or liquid sugar to the extent 
that: 

. 01 In the case of grape wine, the total solids content of the 
Bmi=-hed wine does not, exceed (a) 17 percent by weight if the 
alcohol content is 14 percent or more by volume, or (b) 91 
percent by ~eight if the alcohol content is less tlian 14 percent 
by volume; or 

. 02 In the case of fruit or berry wine, the total solids con- 
tent of the finished wine does not exceed 21 percent by ~eight. 

The use of liquid sugar under this section shall be limited so that the 
resultant volume will not exceed the volume which could result from 
the maximum authorized use of pure dry sugar only. 
SEG. 8. IivqciRIFs. 

Inquiries regarding this Revenue Procedure should refer to its 
number and should be addressed to the appropriate Assistant Re- 
gional Commissioner, Alcohol and Tobacco Tax. 

Rev. Proc. 66 — 8 96 CI»R 601. 702: Publication and public in- 
spection. 

(Also Part I, Section 6108; 801. 6108(a) 1) 
801, 6108(a)-a. ) 

procedures to be followed by District Directors of the Internal 
Revenue Service in permitting inspection of p»ederal tax returns filed 



602 

under the Internal Revenue Code of 1954, and in furnishing copies 
of such returns and documents. 

Revenue Procedure 62 — 9, C. B. 1962 — 1, 492, superseded. 

SEOTION 1. PURPosE. 
This Revenue Procedure sets forth instructions concerning the in- 

spection by certain persons, of tax returns and related documents filed 
under the Internal Revenue Code of 1954, and the furnishing of copies 
of such returns and documents, as provided in sections 801. 6108(a) — ] 
and 801. 6108(a) — 2 of the Regulations on Procedure and Adminis- 
tration. 
SEC. 2. AUTHORITY. 

District Directors of the Internal Revenue Service are authorized 
by Delegation Order No. 88 (Rev. 1), C. B. 1965 — 1, 699, to process 
applications by certain persons to inspect returns and related docu- 
ments and may permit such inspection of such returns and related 
documents in their oflicial custody. In response to requests for copies, 
they may furnish copies of such returns and related documents. For 
the purposes of this Revenue Procedure the term "District Director" 
also includes the Director of International Operations. 

SEC. 8. RETURNS WHICH MAT BE INSPECTED UNDER THIS REVENUE 
PROCEDURE. 

Returns in respect of the taxes imposed by chapters 1, 2, 8, and 6 
(income taxes), chapter 5 (tax on transfers to avoid income tax), 
chapter 11 (estate tax), chapter 12 (gift tax), chapter 28 (unem- 
ployment tax), chapter 82 (manufacturers excise taxes), subchapters 
B, C, and D of chapter 88 (communications tax, transportation taxes, 
and tax on safe deposit boxes, respectively), subchapter B of chapter 
87 (tax on coconut and, palm oil), and chapter 41 (interest equalization 
tax) of the Code shall be open to inspection as hereinafter provided to 
certain persons having a material interest which will be afl'ected by 
information contained in such returns. 
SKC. 4. TIME AND PLACE Oi" INSPECTION. 

Returns may be inspected in the oflice of the District Director where 
such returns and related documents are on file. Inspection shall be 
ma, de onlv in the presence of an internal revenue oflicer or employee 
and only during the regular hours of business of the Internal Revenue 
Service Oflice. 

SKC. 5. APPLICATIONS FOR INSPECTION. 

. 01 Applications for permission to inspect returns, or for copies of 
returns, shall be made in writing to the District Director with whom 
the return was filed. The application should set forth the following: 

(1) The name and address of the person for whom the return 
was made. 

(2) The kind of tax reported on the return, 
(8) The taxable period covered by the return. 
(4) The reason why inspection is desired. 
(5) A statement, or other satisfactory evidence, that the ap- 

plicant is a person entitled to make the inspection or to be fur- 
nished with the copy requested. 
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~ 02 Taxpayers and others authorized to inspect returns who come 
to the Ofhce in person will be required to sign a request for the inf orma- 
tion desired. 

. 03 No information contained in returns or related documents may 
be given over the telephone under any circumstances. 
SEC. 6. RETURN oF INDIvIDUAL. 

A return of an individual shall be open to inspection— 
. 01 By the individual for whom the return was made. 
. 02 If the individual for whom the return was made is legally 

incompetent, by the committee, trustee, or guardian of his estate. 
. 08 If the individual for whom the return ~ as made has died— 

(1) By the administrator, executor, or trustee of this estate, 
(2) In the discretion of. the District Director, by any heir 

at law, next of kin, or beneficiary under the will, of such 
decedent, upon submission of satisfactory evidence that such 
heir at law, next of kin, or beneficiary has a material interest 
which will be a8ected by information contained in the return. 

. 04 If the property of the individual for whom the return was 
made is in the hands of a receiver or trustee in bankruptcy, by 
such receiver or trustee. 

. 05 By the duly constituted attorney in fact of any of the fore- 
going persons, subject to the conditions of inspection prescribed 
herein for such person. 

SEO. (. JOINT RETURN OF INCOME TAx. 
A joint income tax return of husband and wife shall be open to 

inspection— 
. 01 By either of the individua, ls for whom the return was 

made. 
. 02 If either of the individuals for whom the return was made 

is legally incompetent, by the committee, trustee, or guardian of 
the estate of such individual. 

. 03 If either of the individuals for whom the return was made 
has died— 

(1) By the administrator, executor, or trustee of the estate 
of such decedent. 

(2) In the discretion of the District Director, by any heir 
at law, next of kin, or beneficiary under the v-ill, of such de- 
cedent, upon submission of satisfactory evidence that such 
heir at law, next of kin, or beneficiary has a material interest 
which will be afFected by information contained in the return. 

. 04 If the property of either of the individuals for whom the 
return was made is in the hands of a receiver or trustee in bank- 
ruptcy, by such receiver or trustee. 

. 05 By the duly constituted attorney in fact of any of the 
foregoing persons, subject to the conditions of inspection pre- 
scribed herein for such person. 

SEO. 8. RETURN oF PARTNEPSHIP. 

A return of a partnership shall be open to inspection— 
. 01 By any person who was a member of the partnership 

during any part of the period covered by the return upon sub- 
mission of satisfactory evidence of such membership. 



604 

. 02 If an individual who was a member of the partnership 
during any part of the period covered by the return is legally 
incompetent, by the committee, trustee, or guardian of his estate. 

. 03 If an individual who was a member of the partnership 
during any part of the period covered by the return has died— 

(1) By the administrator, executor, or trustee of his estate. 
(2) In the discretion of the District Director, by any heir 

at law, next of kin, or beneficiary under the will, of such 
decedent, upon submission of satisfactory evidence that such 
heir at law, next of kin, or beneficiary has a material interest 
which will be a8ected by information contained in the return. 

. 04 If the property of the partnership is in the hands of a 
receiver or trustee in bankruptcy, by such receiver or trustee. 

. 05 By the duly constituted attorney in fact of any of the fore- 
going persons, subject to the conditions of inspection prescribed 
herein for such person. 

SEC. 0. RETURN OF ESTATE. 

A return of an estate shall be open to inspection— 
. 01 By the administrator, executor, or trustee of the estate. 
. 02 In the discretion of the District Director, by any heir at 

law, next of kin, or beneficiary under the will, of the decedent 
for whose estate the return was made, upon submission of satis- 
factory evidence that such heir at law, next of kin, or beneficiary 
has a material interest which will be affected by information 
contained in the return, or, if any such heir at law, next of kin, 
or beneficiary has died or is legally incompetent, by the adminis- 
trator, executor, committee, trustee, or guardian of his estate, 
upon a like submission of evidence. 

. 08 By the duly constituted attorney in fact of any of the 
foregoing persons, subject to the conditions of inspection pre- 
scribed herein for such person. 

SEc. 10. RETURN oF A TRUsT. 
A return of a trust shall be open to inspection— 

. 01 By the trustee or trustees, jointlv or severally. 

. 02 By any person who was a beneficiary of the trust during 
any part of the period covered by the return, upon submission of 
satisfactory evidence that the person was such a beneficiary. 

. 08 If any individual who was a beneficiary of the trust during 
any part of the period covered by the return is legally incom- 
petent, by the committee, trustee, or guardian of his estate. 

. 04 If any individual who was a beneficiary of the trust during 
any part of the period covered by the return has died— 

(1) By the administrator, executor, or trustee of his estate. 
(2) In the discretion of the District Director, by any heir 

at la, w, next of kin, or beneficiary under the will, of such 
decedent, upon submission of satisfactory evidence that such 
heir at law, next of kin, or beneficiary has a material interest 
which will be afFected by information contained in the return. 

. 05 By the duly constituted attorney in fact of any of the 
foregoing persons, subject to the conditions of inspection pre- 
scribed herein for such person. 



SEO. 11. RETUEN oF A CCRPCHATICN. 
A return of a corporation shall be open to inspection: 

. 01 By any person designated by action of its board of di- 
vectors, or other similar governing body, upon submission of 
satisfactory evidence of such action. 

. 02 By any ofiicer or employee of the corporation upon writ- 
ten request signed by any principal OScer and attested by the 
secretary, or other OScer, under the corporate seal, if any. 

. 03 By the duly constituted attorney in fact of the corpora- 
tion. 

. 04 If the property of the corporation is in the hands of a 
receiver or trustee in bankruptcy, by such receiver or trustee, 
or by the duly constituted attorney in fact of such receiver or 
trustee. 

. 05 In the discretion of the District Director, if the corpora- 
tion has been dissolved, by any person who, under these provi- 
sions in section 11, might have inspected the return at the date 
of dissolution. 

. 06 For provisions relating to inspection of corporation in- 
come and unemployment tax returns by shareholders see section 
801. 6103(c) — 1 of the Regulations on Procedure and Administra- 
tion, published in Treasury Decision 6546, C. B. 1961 — 1, 682, at 
686. 

SEO. 12. FsTATE TAx RETUENs. 
A return or notice in respect of estate tax imposed by chapter 11 

of the Code shall be open to inspection— 
. 01 By the executor, or his successor in Ofhce, or the duly con- 

stituted attorney in fact of such executor or successor. 
. 02 In the discretion of the District Director, by any other 

person upon submission of satisfactory evidence that such person 
has a material interest either in ascertaining any fact disclosed 
by the return or notice or in obtaining information as to the 
payment of the tax. 

SEO. 18. GIFT TAx RETUIINs. 
A return in respect of gift tax imposed by chapter 12 of the Code 

shall be open to inspection— 
. 01 By the donor or his duly constituted attorney in fact. 
. 02 In the discretion of the District Director, by any other 

person upon submission of satisfactory evidence that such person 
has a material interest either in ascertaining any fact disclosed 
by the return or in obtaining information as to the payment of 
the tax. 

SEc. 14. GUIDELINEs WITH RESPEOT To WHAT DocUMENTs MAY BE 
INSPECTEI). 

Generally, in addition to the return, inspection will be limited to 
documents filed by or on behalf of the taxpayer, including any 
schedules, lists and other written statements which have been filed with 
the Internal Revenue Service by or on behalf of the taxpayer or which 
have previously been furnished by the Service to the taxpayer, 
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The general guidelines with respect to what documents, other than 
the return, may or may not be open to inspection, and copies furnished 
by District Directors or the Director of International Operations are 
as follows: 

. 01 Schedules, information returns, protests, briefs, face of 
claims, waivers, and other statements or documents designed to 
be supplemental to or to become part of the return may be in- 
spected. 

. 02 Examiners' reports may be inspected to the extent that 
such reports have previously been furnished to the taxpayer; 
therefore, the transmittal letter portion of a revenue agent's 
report, or a separate confidential report which contains informa- 
tion for Service use only, may not be inspected. 

. 08 Conference reports mav not be inspected with the excep- 
tion of the pages showing recomputation of tax liability. 

. 04 Work papers of examiners, engineers' reports, cover let- 
ters of the reports in which opinions are expressed, reports of 
special agents and intero%ce communications, may not be inspec- 
ted unless specific authorization is given by the Commissioner of 
Internal Revenue. 

. 05 Inspection of claims for refund will be limited to the face 
of the claim only, since the back of the claim contains Service 
records. 

. 06 Typed copies of OKce copies of notices of adjustment may 
be furnished; no photostatic copies of notices of adjustment are 
to be made. 

SEc. 15. CHARGEs FoR COFTEs oF RETURNs AND RELATED DOOUMENTs. 

EQ'ective February 1, 1966, charges for furnishing copies of returns 
and related documents and for certiflcations of such returns and docu- 
ments will be as follows: 

. 01 A charge of $1 per page will be made for a copy of each 
return or other document. 

. 02 For each copy of Form 1040A, or a return or other docu- 
ment of similar size, a charge of $1 vill be made, even though both 
sides of the documents are furnished. 

. 08 For each copy of a page which is substantially larger than 
the size used in the largest income tax return, the basic rate of 
$1 per page may be increased in proportion to the size (in mul- 
tiples of 50 cents) to such amount that appears reasonable under 
the circumstances. 

. 04 For each certification a charge of $1 will be made. 

. 05 A. bill for the cost of furnishing copies and preparing cer- 
tifiications will be made at the time the documents are furnished. 

SEc. 16. EFFEGT ON OTHER DCOUMENTs. 

Revenue Procedure 62 — 9, C. B. 1962 — 1, 482, is superseded. 

SEc. 17. CRoss REFERENcEs. 
For inspection of returns filed pursuant to the Internal Revenue 

Code of 1989, see Revenue Ruling 229, C. B. 1958 — 2, 1M. 
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26 CFR 601. 702: Publication and public in- 
spection. 

(Also Part, I, Sections 6108, 6106; 801. 6108 
(a) — 1& 801. 6108 (b) — 1, 801. 6106 — 1. ) 

Procedures concerning permissible inspection of certain Federal 
tax returns filed under the Internal Revenue Code of 19M and 
procuring copies thereof by State governments. 

Revenue Procedure 62 — 18, C. B. 1962 — 2, 408, superseded. 

SECTION 1. PURPOSE. 
The purpose of this Revenue Procedure is to set forth the pro- 

cedures relating to (1) the inspection by State governments of certain 
Federal tax returns and related documents filed under the Internal 
Revenue Code of 1054& (2) the furnishing to State governments of 
copies of such returns and documents, and (8) the furnishing to 
State governments of abstract data from such returns and documents. 

SEC. 2. AUTHORITY To INSPECT. 
. 01 By virtue of sections 801. 6108(a) — 1(d), 801. 6108(b) — 1, and 

801. 6106 — 1 of the Regulations on Procedure and Administration pub- 
lished in Treasury Decision 6548, C. B. 1061 — 1, 671; Treasury Decision 
6546, C. B. 1961 — 1, 682, and Treasury Decision 6809& C. B. 1065 — 1, 581; 
the Commissioner of Internal Revenue may, upon application by the 
Governor of a State, open certain Federal tax returns to certain State 
tax officials& bodies, or commissions for certain State and local purposes 
depending upon the type of Federal tax return of which inspection is 
requested. 

. 02 Returns which may be open to inspection and the respective 
State tax ofBcials& bodies, or commissions by whom or which inspection 
may be made are set forth in this Revenue Procedure. 
SEC. 8. INSPECTION OF RETURNS MADE IN RESPECT OF THE T~xEs 

13IPCSED BY CHAPTER 5& CHAPTER 11& CHAPTER 12& CIIAPTKR 28& 
CHAPTER 82. SUBcHAPTERs B, C& AND D oF CHAPTER 88& SUB- 
cHAPTER B or CHAPTER 87& AND CHAPTER 41 oF THE CQDE. 

Vnder a, uthority of section 801. 6108 (a) — 1(d) of the regulations, 
the Commissioner, upon application by the Governor of the State as 
specified in section 8. 04, may grant permission for inspection of cer- 
tain returns by the respective &tate tax ofBcials and for the respective 
purposes set forth in this section. 

. 01 Estate and gtft tax retund. — Returns and notices in respect, 
of estate tax imposed by Chapter 11 of the Code and returns in re- 
spect of gift tax imposed by Chapter 12 of the Code may, in the 
discretion of the Commissioner or his delegate, be made available 
for inspection by any properly authorized O7licial& body, or commis- 
sion, lawfully charged with the administration of any tax law of a 
State, for the purpose of such administration, provided like coopera- 
tion is given by the State with respect to inspection of returns of 
estate, inheritance, legacy, succession, gift, , or other tax of the State 
for use of the Commissioner and his representatives in the administra- 
tion of the Federal tax laws. 

. 02 Z'nemployment f~z returvu. — Returns in respect of the unem- 

ployment tax imposed by Chapter 28 of the Code may, in the discre- 
tion of the Commissioner or his delegate, be made available for inspec- 
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tion by any properly authorized ofiicial of a State provided (a) such 
State has a law certified to the Secretary of the Treasury as having 
been approved in accordance with section 8804 of the Code and (b) 
the inspection is solely for the purpose of administering such law. 

. 08 Excise tax returns. — Returns in respect, of excise taxes imposed 
by Chapter 5 of the Code (tax on transfers to avoid income tax); 
Chapter M of the Code (manufacturers excise taxes); subchapters B, 
C, and D of Chapter 88 of the Code (communications tax, transporta- 
tion taxes, and tax on safe deposit boxes); subchapter B of Chapter 87 
of the Code (tax on coconut and palm oil); and Chapter 41 (interest 
equalization tax) may, in the discretion of the Commissioner or his 
delegate, be made available for inspection by any properly authorized 
oScial, body, or commission, lawfully charged with the administration 
of any tax law of the State, for the purpose of such administration. 

. 04. A pplications for inspection. 
1. In generaL — Application for the inspection provided for in sec- 

tions 8. 01, 8. 02, and 8. 08 shall be made in writing, signed by the 
Governor of the State, and addressed. to the Commissioner of Internal 
Revenue, Washington, D. C. 20294. The applications for the respective 
types of returns shall state the following: 

a The title of the ofFicial, body, or commission by whom or 
which inspection is to be made; 

b A specific reference to the law of the State which such oK- 
cial, body, or commission is charged. with administering and the 
law under which he or it is so charged; 

c The purpose for which the inspection is to be made; and 
d If the inspection of an estate or gift tax return is requested, 

the fact that the State gives like cooperation with respect to the 
inspection of returns of an estate, inheritance, legacy, succession, 
gift, or other tax of the State, for use of the Commissioner or his 
representatives in the administration of the Federal tax laws. 

2. Procedure as to returns fi'led in the internal revenue &strict 
within orincluding the State requesting inspection. 

a General inspection. — Upon application, permission may be 
granted for general inspection of the returns of the taxes specified 
in sections 8. 01, 8. 09, and 8. 08 which are filed in the district 
within or including such State. . If such general inspection is 
desired, the application made to the Commissioner in accordance 
with section 8. 041 shall include a statement that general inspec- 
tion is desired of a specified class or classes of returns (for exam- 
ple, estate tax returns, gift tax returns, etc. ). Permission granted 
to a State for the general inspection provided for in this subdivi- 
sion shall, except as hereinafter provided in the case of unemploy- 
ment tax returns, continue in effect until such time as the Com- 
missioner by written notice to the Governor of the State pro- 
vides that such inspection will be permitted only on the basis 
of periodic application therefor. Permission for general inspec- 
tion of unemployment tax returns will terminate without notice 
at such time as the State ceases to have a law certified to the 
Secretary as having been approved in accordance with section 
8804 of the Code. The Governor of tlie State shall supply in 
writing to the District Director of Internal Revenue with whom 
the returns to be inspected were filed a list of the names of the 



individuals designated to make the inspection on behalf of (he 
ofiicial, body, or commission named in the application to the 
Commissioner, and shall keep such list current by appropriate 
deletions or additions as may be necessary. 

b Inspection of specific returns. Permission granted pursu- 
ant to section 8. 042a for general inspection of returns of a particu- 
lar tax includes permission to inspect specifically identified 
returns of such tax when desired. However, if a State is inter- 
ested only in examining certain returns of particular taxpayers, 
the application for inspection of such returns shall be made in 
writing to the Commissioner as provided in section 3. 041 and 
in addition to the information outlined in such subparagraph 
shall state the name and address of each taxpayer whose return 
or returns it is desired to inspect, the kind of tax reported on each 
such return, the taxable period covered by such return, and the 
names of the individuals designated to make the inspection on 
behalf of the official, body, or commission named. in the appli- 
cation. 

8. Returns P7ed in other internal revenue di8trk t8. — In the case of 
returns filed in an internal revenue district other than one within or 
including the State requesting inspection, permission for the inspec- 
tion provided for in sections 8. 01, 8. 02, and 8. 08 will be granted only 
with respect to specifically identified returns. The application for 
such inspection shall be made to the Commissioner as provided in sec- 
tion 8. 042a and, in addition to the information outlined therein and 
in section 8. 042b shall specify the internal revenue district or OKce in 
which the returns to be inspected are believed to have been filed. 

. 05 Time and place of &upectioii. — A convenient time and place 
for the inspection of returns will be arranged by the internal revenue 
Ofhcer (District Director or Director of International Operations) 
with whom the returns were filed. The inspection will be permitted 
only in the presence of an internal revenue Ofhcer or employee and 
only in an once of the Internal Revenue Service during the regular 
hours of business of such Ofhce. 

SEG. 4. INsPEGTIQN oF CQRPQMTIoN RETURNs oi' INcoME TAX oR UN- 
EMPLOYMENT TAX. 

. 01 Under the provisions of sections 801. 6108 (b) — 1 (a) and 
301. 6106 — 1 of the regulations, the proper tax OKcers of a State shall 
have access, upon application made in accordance with the provisions 
of this paragraph, to the returns filed by any corporation with re- 
spect to the taxes imposed by chapters 1, 8, and 6 of the Code and 
with respect to the unemployment tax imposed by chapter 28 of the 
Code, or to abstracts of such returns. Application for access to the 
returns of any corporation, or abstracts thereof, shall be in writing, 
signed by the Governor of the State and addressed to the Commis- 
sioner of Internal Revenue, Washington, D. C. , 20224. The applica- 
tion shall set forth the reason why access is desired; the names and 
OScial positions of the officers designated to have such access; and, 
with respect to each return to which access is desired, the name and 
address of the corporation filing the return, the kind of tax (income 
tax or unemployment tax) reported on the re~turn, and the taxable year 
covered by the return. 
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. 02 Time and place of inspection. — The internal revenue officer, 
District Director, or Director of International Operations, with whom 
the returns were filed is authorized to make such returns available jn 
accordance with permission granted by the Commissioner. Such ofii 
cer shall set a convenient time and place for the inspection. The 
inspection will be permitted only in the presence of an internal reve- 
nue oiFicer or employee and only in an Ofhce of the Internal Revenue 
Service during the regular hours of business of. such O%ce. 

. 03 In addition to the inspection provided for in this section, 
corporation returns of income tax or unemployment tax may be made 
available, upon proper application, under the provisions of section 3 
(with respect to unemployment tax returns) and section 5 (with 
respect to corporation income tax returns) of this Revenue Procedure, 
to properly authorized State ofFicials, and upon the conditions and 
for the purposes set forth in these sections. 

SEC. 5. INSPECTION OP INCOME TAX RETITRNS. 

. 01 Im gemeral. — Under the provisions of section 301. 6103(b) — 1(b) 
of the regulations, income tax returns filed with respect to the taxes 
imposed by chapters 1, 2, 3, and 6 of the Code shall, upon application 
made in accordance with the provisions of this paragraph, be open to 
inspection by any official, body, or commission, lawfully charged with 
the administration of any State tax law or any properly designated 
representative of such ofiicial, body, or commission, if the inspection 
is for the purpose of such administration or for the purpose of obtain- 
ing information to be furnished to local taxing authorities as provided 
in section 6103(b) (2) of the Code. The application shall be made. in 
writing and signed by the Governor of the State and shall be ad- 
dressed to the Commissioner of Internal Revenue, Washington, D. C. , 
20224. The application shall state the following: 

1 The title of the OKcial, body, or commission by whom or 
which the inspection is to be made; 

By specific reference, the State tax law which such OScial, 
body, or commission is charged with administering and the law 
under which he or it is so charged; 

3 The purpose for which the inspection is to be made; and 
4 If the inspection is for the purpose of obtaining information 

to be furnished to local taxing authorities, (1) the title of the 
OScial, body, or commission of each political subdivision of the 
State, lawfully charged with the administration of the tax laws of 
such political subdivision, to whom or to which the information 
secured by the inspection is to be furnished, and (2) the purpose 
for which the information is to be used by such olficial, body, or 
commission. 

. 02 Procedure as to returns fled in the imtermal rer&enue district 
u&i thr'm or including the 8tate reguestimg inspection. 

1 General inspection. — Permission may be granted by the Com- 
missioner to any State for general inspection of returns of the taxes 
imposed by chapters 1, 2, 3, and 6 of the Code which are filed in an 
internal revenue district within or including such State. If such 
general inspection is desired, the application made to the Commis- 
sioner in accordance with section 5. 01 shall include a statement that 
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general iiispection is desired of returns filed in the internal revenue 
clistrict or clistricts ivithin or including the State with respect to the 
taxes imposed by chapters 1, 2, 8, ancl 6 of the Code. Permission 
grantecl for the general inspection provided for in this subparagraph 
shall continue in effect until such time as the Commissioner by written 
notice to the Governor of the State provides that such inspection will 
be permitted only on the basis of perioclic applications therefor. 
The Governor shall supply to the clistrict director with whom the 
returns to be inspected were filed a written list of the names of the 
individuals designated to make the inspection on behalf of the OKcial, 
body, or commission namecl in the application to the Commissioner, 
and shall keep such list current by appropriate deletions or additions 
as may be necessary. 

2 Inspection oj specific returns. — Permission for the general in- 
spection provided in section 5. 021 of. this section includes permission 
to inspect a specifically iclentifiecl return when desired. However, a 
State interested only in examining the returns of particular tax- 
payers may inspect such returns on written application therefor to the 
Commissioner. The application in such case shall state, in addition 
to the information outlined in section 5. 01, the name and address of 
each taxpayer whose return or returns it is desired to inspect, the 
taxable year covered by each such return, and the names of the indi- 
viduals designated to make the inspection on behalf of the official, 
body, or commission namecl in the application. 

. 08 Procedure as to ret~ fded in other internal revenue dis- 
trict. — In the case of returns filed with the Director of International 
Operations or in an internal revenue district other than one within 
or including the State requesting the inspection, permission for the 
inspection provided for in section 5. 01 will be granted only with 
respect to specifically identified returns. The application for such 
inspection shall be made to the Commissioner as provided in section 
5. 01 and, in addition to the information outlined therein and in section 
5. 022, shall specify the internal revenue district or office in which the 
returns to be inspected are believed to have been filed. 

. 04 Time and p4ce of inspection. — The internal revenue officer 
(District Director, or Director of International Operations) with 
whom the returns were filed is authorized to make such returns avail- 
able in accordance with permission granted by the Commissioner. 
Such officer shall set a convenient time and place for the inspection. 
The inspection will be permitted onlv in the presence of an internal 
revenue officer or employee ancl only in an offlce of the Internal Reve- 
nue Service during the regular hours of business of such offlce. 

SEC. 6. INSPECTION OF RETCTRNS STORED IN FEDERAL RECORDS CENTERS. 

District Directors may not authorize inspection by State tax officers 
at Federal records centers of tax returns stored in such centers. How- 
ever, if the State has previously been granted authorization for in- 
spection of returns by tlie Xational Office and certain of these returns 
are stored in a Federal records center, the State should be permitted 
to inspect these returns in the district office, only on a name-by-name 
basis after the returns have been requisitioned and obtained from the 
Federal records center. 

z25 — 688' — 6~6 
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SEO. 7. DOOU]KENTs AND INFCRMATICN WHIGH: MAT BE INsPEcTED. 

. 01 State tax OScers authorized previously to inspect returns may 
also inspect information returns, schedules, etc. , designed to be supple 
mental to or to become a part of the returns as well as certain recoids 
and reports relating to returns, as follows: 

1 Schedules, information returns, protests, briefs, wajvers 
and other statements or documents designed to be supplementaj 
to or to become a part of the return, may be inspected. 

Examiners' reports may be inspected to the extent that such 
reports have previously been furnished to the taxpayer; there- 
fore, the transmittal letter portion of a revenue agent's report, 
or a separate confidential report which contains information for 
Service use only, may not be inspected. 

8 Conference reports may not be inspected, with the exception 
of the pages showing recomputation of tax liability. 

4 Work papers of examiners, engineers' reports, cover letters 
of the reports in which opinions are expressed, reports of special 
agents and interofiice communications may not be inspected unless 
specific authorization is given by the Commissioner. 

5 Inspection of claims for refund will be limited to the face 
of the claim only, since the back of the claim contains Service 
records. 

6 Typed copies of Ofhce copies of certificates of overassessment 
may be furnished; no photostatic copies of certificates of over- 
assessment may be made. 

SEC 8 COPIES) ABSTRACTS) OR TRANSCRIPTS OF RETURNS 

. 01 Any official, body, or commission lawfully charged with the ad- 
ministration of any State tax law, or any properly designated repre- 
sentative of such OKcial, body, or commission, by whom or which in- 
spection of a return may be permitted under sections 801. 6108 (a) and 
801. 6108(a) — 9, 801. 6108(b) — 1 and 301. 6106 — 1 of the regulations, may 
be furnished with a copy of such return upon request. 

. 09 If the request for a copy of a return is made other than at the 
time of inspection of such return by the applicant, the request shall 
be in writing, shall adequately identify the return, a copy of which 
is desired, and shall be accompanied by satisfactory evidence that the 
applicant is a State tax OScial authorized to inspect the return. 

. 08 If the State tax OScial has been authorized by the Commis- 
sioner to inspect the return, either through permission for general 
inspection or permission to inspect a specific return, the application 
for the copy should be submitted to the District Director, or the 
Director of International Operations, with whom the return w~as filed, 
identifying the return or returns of. which a copy is desired. 

. 04 In all other cases, the application shall be made in writing& 
shall be signed by the Governor of the State addressed to the Commis- 
sioner of Internal Revenue, shall comply with the respective require- 
ments set forth in this procedure governing applications for permission 
to inspect specific returns, and shall include a request that a copy be 
furnished. 

. 05 Request may be made for inspection of, or a copy of, a return, 
or both. 



SEC. 9. PRocEDURE I'oR FLRNIilIING SERvicEs. 
. 01 District Directors, upon authorization by the Commissioner, 

will provide the necessary inspection, copying, abstract, or transcript 
service with respect to those returns which are filed in their districts. 

. 02 0 he» a State is authorized to inspect returns in a District 
Once, the State generally will be advised that it will be necessary 
for the State to contact the District Director to determine when the 
returns and related documents will be available for inspection, copy- 
ing, abstract, or transcript service. District Directors should cooper- 
ate fully with properly designated State tax oflicers and arrange 
mutually convenient dates for the inspection of, or the obtaining of 
information from, returns and related documents. Care should be 
taken that any dates arranged will not interfere with the normal fiow 
of returns during filing periods, or interrupt investigative or admin- 
istrative processes involving active use of returns and related 
documents. 

. 08 District Directors may also receive from the National Once, 
from time to time, lists of names, addresses, taxable periods involved, 
and classes of returns, with instructions to furnish copies of the 
returns and related documents, or abstracts or transcripts of informa- 
tion therefrom, when they are available, to designated State OKcials. 

SEO. 10. STATE ABsTRAcT QR TRANscRIPT SERvIGE& CIIARGEs& AND 

STATEMENTS OF ACCOUNT. 

. 01 States will be required to provide forms upon which such ab- 
stracts or transcripts are to be furnished. They will be forwarded 
periodically to the State tax commission or similar body which 
requested the service. 

. 02 Charges for State abstract, or transcript service will be at the 
rate of $2. 50 per hour. 

. 03 Effective February 1, 1966, charges for copies of returns and 
certifications furnished to States will be made as follows: 

1 For each copy of a return or other document, $1 a page. 
For each copy of Form 1040A, or a return or other document 

of similar size, a charge of $1 each will be made, even though both 
sides of the document are furnished. 

For each copy of a page which is substantially larger than 
the size used in the largest income tax return, the basic rate of $1 
per page may be increa~sed in proportion to tlie size (in multiples 
of 50 cents) to such amount that appears reasonable under the 
circumstances. 

4 For each certification, $1. 
5 No charges will be made pursuant to this Revenue Procedure 

f' or abstracts of information which are furnished to States pursu- 
ant to special cooperative agreements between the States and the 
Federal government for the mutual exchange of tax information. 

SEc. 11. TERMs UsKD. 

References to the district or ofFice in which a return is filed shall, 
for the purposes of applications for inspection anrl the inspection, 
mean the district or OKce having official custody of the return. If it 
is believed that the district or ofIIce where the return was filed is dif- 

ferent froi» the district or ofIice having OScial custody, applications 
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made in accordance with this procedure should include statements 
to that e8ect, specifying the several locations. 

SEO. 12. PENALTIEs FoR UNAUTHCRIZED DIscLosURE oF FEDERAI, TAx 
INFORMATION BY STATE EMPLOYEES. 

Section 7218 (a) (2) of the Internal Revenue Code provides that any 
ofiIcer, employee, or agent of any State or political subdivision, who 
divulges (except as authorized in section 6108 (b), or when called upon 
to testify in any judicial or administrative proceeding to which the 
State or political subdivision, or such State or local official, body, OI 
commission, as such, is a party), or who makes known to any person 
in any manner whatever not provided by law, any information ac- 
quired by him through an inspection permitted him or another under 
section 6103 (b), or who permits any income return or copy thereof, or 
any other information acquired by him through an inspection perlnit- 
ted him or another under section 6103 (b) to be seen or examined by any 
person except as provided by law, shall be guilty of a Inisdemeanor 
and, upon. conviction thereof, shall be fined not more than $1, 000, or 
imprisoned not more than one year, or both, together with the costs of 
prosecution. 

SEc. 13. EFFEcT oN OTIIER DocUMENTs. 
This Revenue Procedure supersedes Revenue Procedure 62 — 18, C. B. 

1962-2, 408. 
SEc. 14. CRoss REFERENGEs. 

For procedures relating to inspection by States of returns filed un- 
der the Internal Revenue Code of 1989, see Rev. Rul. 54 — 349, C. B. 
1954-2, 122. 

26 CFR 601. 811: Imposition of taxes; Rev. Proc. 66 — 5 
regulations. 

(A. iso Part III — B, Section 5702; 270. 11. ) 
Manufacturers of tobacco products have the initial responsibility 

in determining whether a roll of tobacco is a cigar or a cigarette and 
to taxpay it accordingly. Samples of reconstituted tobacco intended 
for use as a wrapper for rolls of tobacco and of the finished product 
and the package need not be submitted for a tax determination if the 
manufacturer is confident that the wrapper material is a "substance 
containing tobacco" and that the product is clearly distinguishable 
as a cigar or clearly distinguishable as a cigarette. 

P, evenue Procedure 65 — 23, C. B. 1065 — 2, 1005, superseded. 
SECTION 1. PURPOSE. 

The purpose of this Revenue Procedure is to furnish manufacturers 
of tobacco products advice concerning rolls of tobacco wrapped in 
reconstituted tobacco. 
SEC. 2. BACKGROUND. 

The Excise Tax Reduction Act of 1965, Public L'aw 89-44, C B 
1965 — 2, 568, amended the definitions of "cigar" and "cigarette" in 
section 5702 of. the Internal Revenue Code of 1954. Revenue Pro- 
cedure 65 — 28, C. B. 1965 — 2, 1005, advised manufacturers of tobacco 
products of the continuance of the procedure to be followed to secure 
an OScial determination of the rate of tax applicable to the tobacco 
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product, when reconstituted tobacco was used as a wrapper for rolls 
of tobacco. Reconsideration of the matter has resulted in the changed 
procedures expressecl herein. 
SEC. 8. PROGEDVRES. 

. 01 Manufacturers of tobacco products have the initial responsi- 
bility in determining whether material, intended for use as a wrapper 
for rolls of tobacco, is a "substance containing tobacco, " and in deter- 
mining whether a roll of tobacco wrapped in such material is a cigar 
or a cigarette and to taxpay it accordingly. Significant areas of con- 
sideration are appearance of the product, the type of tobacco used 
in its filler, and its packaging and labeling (including marketing 
practices). 

. 02 If a manufacturer of tobacco products is confident that the ma- 
terial he intends to use as a wrapper for rolls of tobacco is a "substance 
containing tobacco, " and that the finished product is clearly distin- 
guishable as a cigar or clearly distinguishable as a cigarette, he need 
not obtain a ta, x determination from the Director, Alcohol and Tobacco 
Tax Division, prior to marketing the product. 

, 08 If, however, a manufacturer of tobacco products is not so con- 
fident that the material he intends to use as a wrapper for rolls of 
tobacco is a, "substance containing tobacco, " or that the finished prod- 
uct is clearly distinguishable as a cigar or clearly distinguishable as 
a cigarette, he should submit samples of the finished product, (not less 
than 10) and the package as the products will be ofFered to con- 
suiners. The samples should be transmitted for a tax determination 
to the Director, Alcohol and Tobacco Tax Division, Washington, D. C. , 
20224. Attention: Tobacco Tax Branch, 

. 04 On occasion, Alcohol and Tobacco Tax Inspectors may pick up 
tax-exempt samples of products and the packages in which they will 
be ofFered to the consumer, for examination and testing purposes. 
SEC. 4. INQVIRIES. 

Inquiries in regard to this Revenue Procedure should refer to its 
number and be addressed to the Director, Alcohol and Tobacco Tax 
Division, Internal Revenue Service, Washington, D. C. , 20224. At- 
tention: Tobacco Tax Branch. 
SEC. 5. EFFECT ON OTHER DOC%MENTS. 

Revenue Procedure 65 — 23, C. B. 1965 — 2, 1005, is hereby superseded. 

Rev. Proc. 66 — 6 26 CFR 601. 204: Changes in accouni. ing 
periods and in methods of accounting. 

(Also Part I, Section 442; 1. 442 — 1. ) 
Approval of the Commissioner will be granted for change in an 

nual accounting period under certain circurostances even though the 
short taxable year resulting from the change has a net operating 
loss as defined in section 172 of the Internal Revenue Code of IgS4. 

SEGTIoN 1. Pvarosr. . 
The purpose of this Revenue Procedure is to announce the procedure 

generally followed by the Internal Revenue Service in approving 
rcq est for change in annual accouiiting period for which a substantial reques 
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business purpose exists, even though the short taxable year resulting 
from the change would have a net operating loss as defined in section 
179 of the Internal Revenue Code of 1954. 

SEc. 2. BAGKGRQUND. 

Section 442 of the Code provides that if a taxpayer changes his an- 
nual accounting period, the new accounting period shall become the 
taxpayer's taxable year only if the change is approved by the Secre 
tary or his delegate. 

Section 1. 449 — 1(a) (1) of the Income Tax Regulations provides that, 
if a taxpayer wishes to change his annual accounting period, he must 
obtain prior approval from the Commissioner or the change must be 
authorized under the regulations. 

Under the provisions of section 1. 442 — 1(c) of the regulations cor- 
porations, other than electing small business corporations as defined 
in section 1871(b) of the Code, are permitted to change their account- 
ing period without the prior approval of the Commissioner if certain 
conditions are met. One of these conditions is that the short period 
required to effect the change of annual accounting period is not a 
taxable year in which the corporation has a net operating loss as de- 
fined in section 172 of the Code. 

Where individual taxpayers are concerned and where corporate tax- 
payers are unable to meet these conditions, prior approval of the Com- 
missioner is required to eBect a change of annual accounting period, 
and geiierally the change will be approved where the taxpayer estab- 
lishes a substantial business purpose for making the change. In de- 
termining whether a substantial business purpose has been established, 
consideration will be given to all the facts and circumstances, including 
the tax consequences resulting f rom the change. 

A. cliange in accounting period may result, in tax benefits not other- 
wise available to the taxpayer. This might happen, for example, in 
the case of a change in accounting period v-here the short taxable year 
includes a slack period of operations refiecting a loss which would 
produce a net operating loss carryback to a prior taxable year. Thus, 
if a t, axpayer whose seasonal period of operations extends from May 
through October changes from a calendar year to a fiscal year ending 
April 80th, the short period ending April 80th would terminate just 
before the opening of the new season, and such short period would re- 
fiect expenses but little or no income. Because the income of the short 
period. is distorted in relation to the annual income of the taxpayer, 
approval for the change will not be granted unless the distortion, if 
substantial, is eliminated by appropriate adjustments. 
SEC. 8. PROCEDURE. 

The Service will ordinarily approve a request for a change in ac- 
counting period under the following circumstances, provided the tax- 
payer otherwise qualifies for such change: 

(i) The change results in a short period of nine months or 
longer and the net operating loss for the full 12-month period. 
beginning with the first day of the short period equals or exceeds 
the net operating loss for the short period, or 

(ii) The net operating loss for the short period cannot be car- 
ried back to prior taxable years, or 
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(iii) The net operating loss for the short period is not substan- 
tial in amount. For such purposes a net operating loss is con- 
sidered not substantial if it does not exceed the greater of (1) 
$5, 000 or (2) one percent of the taxpayer's average annual tax- 
able income for the three years preceding the short period or 
$25, 000, whichever is smaller. 

In other cases involving a net operating loss in the short period the 
Commissioner may, under the authority of section 1. 442 — 1(b) (1) of 
the regulations, approve a request for change in accounting period if 
the taxpayer agrees. in lieu of a net operating loss carryback, to clecluct 
the amount of the net operating loss ratably over the 10-year period 
following the short period. 

(Also Part I, Sections 167, 446; 26 CFR Rev. Proc. 66 — 7 
1. 167 (a) — 2, 1. 446 — 1. ) 

Guidelines for depreciating returnable glass bottles 

SECTION 1. P17RPOSE. 

The purpose of this Revenue Procedure is to furnish taxpayers 
with a guide for depreciating returnable bottles used in a trade or 
business the cost of which is not otherwise recoverable. 
SEC. 2. BACKGROUNn. 

. 01 Returnable bottles used by a taxpayer in its trade or business 
are subject to an allowance for depreciation under section 167(a) of 
the Internal Revenue Code of 1954 where, under the method of ac- 
counting used by the taxpayer, the basis of the bottles is not other- 
wise recoverable. 

. 02 A taxpayer wishing to change to the method of depreciating 
bottles must obtain the prior consent of the Commissioner of Internal 
Revenue by filin an application for change in accounting method on 
Form 8115, Application for Change in Accounting Method, within 
90 days after the beginning of the taxable year in which it is desired 
to make the change. 

SEC. 3. MANNER OF DEPRECIATING RETURNABLE BOTTLEs. 

. 01 Taxpayers either adopting in the erst instance the method of 
depreciating returnable bottles or wishing to change to such method 
may depreciate the bottles subject to the conditions set forth below. 

. 02 Where the deposit value (that is, the amount normally re- 
quired. by the taxpayer as a deposit) is less than the original cost, the 
amount which may be depreciated is the cost of the bottles reduced 
by their deposit value. Normally, the amount deductible due to 
breakage of bottles while in the taxpayer's possession is limited to 
the deposit value of the bottles. Since the deposit value of the bottles 
will be excluded from the amount which may be depreciated, the 
deposits in the taxpayer's possession will not give rise to gain or loss. 



Rev. Proc. 66 — 8 96 CFR 601. 609: Forins and instructions. 
(Also Part I, Sections M01, M11, M91. ; 

81. M01 — 1, 81. M11 — 1) 81. M91 — 1. ) 
Computation of employer tax, employee tax, and. employee rep- 

resentative tax imposed under the Railroad Retirement Tax Act, 
with respect to compensation paid during 1966 for services rendered 
after 1936 and before October 1, 1965. 

SEOTICN 1. PURPosE. 
The purpose of this Revenue Procedure is to provide instructions 

for the computation of employer tax and employee tax to be reported 
on Form CT — 1, Employer's Quarterly Railroad Retirement Tax Re- 
turn, and employee representative tax to be reported on Form CT — 9, 
Employee Representative's Quarterly Railroad Retirement Tax Re- 
turn, under the Railroad Retirement Tax Act (chapter 22, subtitle C, 
Internal Revenue Code of 1954), with respect to compensation paid 
during 1966 for services rendered after 1986 and before October 1, 
1965. 
SEc. 2. BAGKGRQUND. 

The January 1966 revision of Form CT — 1 and Form CT — 2 will 
provide entry spaces and rates for computing tax with respect to com- 
pensation for services performed after September 80, 1965. Because 
of the infrequency of payments of compensation for services rendered 
before October I, 1965, the forms will not, provide a schedule for com- 
putation of tax with respect, to such compensation. Instead, a single 
entry line will be provided for the reporting of such tax, which may 
be computed by reference to this Revenue Procedure. See section 7 
of this Revenue Procedure, however, relating to the reporting of em- 
ployee representative tax with respect to compensation earned before 
1947. 
SEC. 8. lltIAxiMUM AMoUNT or COMPENSATION EARNED IN A MONTH 

~HICII IS SURd'ECTED To TAX. 
The employee tax, employer tax, and employee representative tax 

apply to compensation which does not exceed the amount shown below, 
for services rendered in a calendar month: 

Period in which services were rendered 
Maximum 

F, 
r calen- 

ar month 

After Oct. 31, 1963, and before 1966 
After May 31, l959, and before Nov. 1, 1963 
After June 30, 1954, and before June 1, 1959 
After 1936 and before July 1, 1954 

3450 
400 
350 
300 

Nors: See secs. 5 and 6, below, for special rules for calendar months ended before 1947. 

If an employee is paid total compensation by two or Inore em- 
ployers for services rendered in a calendar month, and the total exceeds 
the maximum amount subject to tax for that month, the amount of 
compensation paid by each employer which is subject to tax should 
be computed in accordance with the rules stated in paragraph G of 
the instructions relating to Form CT — 1 (except that the monthly 
maximum applicable to that Inonth should be used in lieu of the 
amount stated in paragraph G). 



619 

If' in any calendar month an individual renclers services as an 
employee representative and as an employee, and if the total com- 
pensation paid to him for the services exceecls the monthly maximum, 
the measure of. the employee representative tax is the monthly maxi- 
mum minus the amount of compensation paid to him for services 
rendered during the month as an employee. 
SEc. 4. CQAIPvTATIDN oP E&IPLQYER TAX AND EMPLovEE TAx. 

The schedule shown belo~ is provided as a guide for computing 
the employer tax and employee tax applicable to compensation paid 
during 1966 for services rendered after 1986 and before October 1, 
1965. 

1. Computation of employee tax on compensation for services 
rendered before October 1, 1965: 

Period in which compensation, paid during 
quarter, was earned 

(a) 

Compensation 
paid during 
quarter for 

such services, 
subject to 

employee tax 

Rate of employee 
tax on such com- 

pensation 

(c) 

Amount of 
cmployec 
tax (col. 

(b) X col. (c)) 

(d) 

Oct. 1, 1965 through Dec. 31, 1965 
Jan. 1, 1965 through Sept. 80, 1965 
Calendar years 1962, 1963, and 1964 
June 1, 1959 through Dec. 31, 1961 
Jan. 1, 1947 through May 31, 1959 
Calendar year 1946 
Calendar years 1948, 1944, and 1945 
Calendar years 1940, 1941, and 1942 
Calendar years 1987, 1988, and 1939 

Totals 

7t/s percent 
8)'s percent 
7t/s percent 
6s/4 percent 
6/4 percent 
8/rx percent 
8@4 percent 
3 percent 
2s/4 percent 

XXXXXXX $ 

2. Computation of employer tax on compensation for services ren- 
dered before October 1, 1965: 

Period in which compensation, paid during 
quarter, was earned 

(e) 

Compensation 
paid during 
quarter for 

such services, 
subject to 

employer tax 

Rate of employer 
tax on such corn- 

pensation 

(g) 

Amount of 
employer tax 
(col. (f) X col. 

(g)) 

(h) 

Oct. 1, 1965 through Dec. 81, 1965 
Jan. 1, 1965 through Sept. 80, 1965 
Calendar years 1962, 1968, and 1964 
June 1, 1959 through Dec. 31, 1961— 
Jan. 1, 1937 through . '&lay 31, 1959 

Totals $ 

7/s percent 
8/s percent 
7/ts percent 
6s/4 percent 
6/4 percent 

XXXXXXXX 

8. Total employee tax (from column (d)), above 

4. Total employer tax (from column (h)), above $ 
5. Total taxes (line 3 plus line 4) (Enter on Form CT — 1 and 

attach explanation, in duplicate) $ 
. lf the total of column (b) differs from the amount in column (f), include in the explanation a state 

(tous which cause the amounts to be diiferent. See secs. 5 and 6, below. 
ment of ihe colnputa io 
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5. EMPLCYEE TAX O' ITH REsPEGT To CCMPENsATION EARNEI& 
BzroRE 1947. 

The employee tax imposed by section 2(a) of the Carriers Taxing 
Act of 1MY& 45 U. S. C. 261, and by section 1500 of the Internal Revenue 
Code of 1989 prior to its anIendment by Public I aw 572, 79th Congress, 
2d session, July 81& 1946, C. B. 1946 — 2, 269, applies to compensation, not 
in excess of $300, earned by an employee from one or more employers 
in a calendar month before 1947. If an employee earned cornpen- 
sation of more than $800 in a calendar month before 1947, only $600 
thereof is subject, to the employee tax irrespective of the year or years 
in which such compensation is paid to the employee. If an employee 
earned compensation from two or more employers in a calendar 
month before 1947& and if the aggregate compensation paid (at any 
tinIe) to such employee by all employers is more than $800 for such 
calendar month, each employer must report and pay employee tax 
with respect to tlIat proportion of $300 which such employer's payment 
to the employee bears to the aggregate compensation paid (at any 
time) to such employee by all of his employers for that calendar month. 

Szc. 6. EMPLCYER TAx AVITH RzsPEOT To CCMPENsATICN EARNzn 
BzroRz 1947. 

The employer tax applies to compensation, not in excess of $800& 
paid to an employee after 1946 by one or more employers for services 
rendered. in any calendar Inonth before 1947. The amount of such 
compensation which is subject to employer tax must be computed 
without regard to any payment made to the employee before 1947 by 
such enIployer or by any other employer. If an employee is paid total 
compensation of more than $800 after 1946 by two or more employers 
for services rendered in a calendar month before 194Y, the amount of 
such compensation which is subject to employer tax should be com- 
puted by each employer in accordance with the rules stated in para- 
graph 6 of the instructions relating to I&'orm CT — 1 (except that the 
employer tax does not apply to compensation in excess of $800 for 
such services). 

It should be noted that the amount of compensation, if any, subject 
to employee tax (column (b) in section&, above) generally will be less 
than the amount of compensation subject to employer tax (column (f) 
section 4, above) for the reason. that the latter amount must be com- 
puted without regard to compensation paid to the employee before 
1947. 
SZC. 7. CO1VIPUTATION OF EMPLOYEE REPRESENTATIvz TAx. 

The rates shown below are applicable to compensation paid durmg 
1966 for services rendered after 1986 and before October 1, 1965& as 
an employee representative. 
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Period in which compensation, paid during quarter, was earned Rate of employee 
representative tax 

Oct. 1, 1965, through Dec. 
Jan. 1, 1965, through Sept 
Calendar years 1962, 1963, 
June 1, 1959, through Dec 
Jan. 1, 1947, through 'Alay 
Calendar year 1946 
Calendar years 1943, 1944, 
Calendar years 1940, 1941, 
Calendar years 1937, 1938, 

31, 1965 
80, 1965 
and 1964 
31, 1961 
31, 1959 

and 1945 
and 1942 
and 1939 

14/4 percent 
16/4 percent 
144 4e percent 
13'jq percent 
124/s percent 
7 percent 
64/s percent 
6 percent 
5g'~ percent 

Employee representative tax with respect to compensation paid for 
services rendered as an employee representative before 1947 should 
be reported on Form CT — 2 for the calendar quarter in which the serv- 
ices were rendered, and not on the Form CT — 2 for the quarter in which 
the compensation is paid. If a, return on Form CT — 2 was Riled for the 
calendar quarter in which the services were rendered, any subsequent 
payment of compensation for services rendered in such quarter should 
be reported on a Form CT — 2, which is marked "Amended" and which 
is altered to show the applicable rate of tax. 

Rev. Proc. 66 — 9 26 CFR 601. 801: Imposition of taxes, qualiRi- 
cation requirements, and regulations. 

(Also Part III — A, Section 5552; 245. 80. ) 
Approval of the Fischer k Porter Company Magnetic Meter Moni- 

toring System SE +5264. 

SEcTIoN 1. PmnosE. 
The purpose of this Revenue Procedure is to inform brewers and 

others concerned of the approval of a new metering system for use in 
breweries. 

SEc. 2. APPRovAL. 
The Fischer k Porter Magnetic Meter Monitoring System SE +5264 

is approved for metering beer in breweries under 26 CFR Part 245. 
This system is the same as the approved Fischer etc Porter Company 
Tamper-Proof Turbine Meter and Totalizer System, announced in 
Revenue Procedure 64 — 2, C. B. 1964 — 1 (Part 1), 641, except that a 
magnetic meter is used in place of a turbine type tiieter. 

SEc. 8. CoxTRCLs. 
The panel containing the totalizers and means of setting adjustment 

factors is to be kept under separate lock and key under Government 
control. The brewer will control all other operating controls. 

SEC. 4. I VST44LI ETIO% AED TEST OF ftIETERS. 

F t ting brewers' meters the Alcohol angl Tobacco Tax Division or es . ing rew 
2-' h Ran ed ordinarily has available only master meters having 2-inc ange 

connections. Therefore, brewery meters must be so installed as to be 
readily tested by such 2-inch meters. Also, where brewery meters 
normallv operate in excess of the maximum rate of Row for Govern- 



ment master Iiieters — usually 90 to 100 gallons per minute — provision 
must be made to test such brewery meters at a lesser rate of fiow. 

SEC. 5. INQVIRIES. 

Inquiries regarding this Revenue Procedure should refer to its num- 
ber and be addressed to the Ofhce of the appropriate Assistant Re, 
gional Commissioner, Alcohol and Tobacco Tax. 

Rev. Proc. 66 — 10 r 

r Also released as Technical Information Release 798, dated I&'ebruary 16, 1966. 

26 CFR 601. 105: Examination of returns and 
claims for refund, credit or abatement; de- 
termination of correct tax liability. 

(Also Part I, Sections 162, 164, 274, 1016; 
1. 162 — 17, 1. 164 — 1, 1. 274 — 5) 1. 1016 — 8. ) 

In examining income tax returns filed by employees or self- 
employed individuals for taxable years beginning after December 91, 
1964, the Internal Revenue Service will accept a simplified method 
for computing deductions for the costs of operating passenger auto- 
mobiles (including vehicles such as pickup or panel trucks) for busi- 
ness purposes. 

With respect to returns filed for taxable years beginning after 
December N, 1964, Revenue Procedure 64 — 10, C. B. 1964 — 1 (Part I), 
667, superseded. 

SEGTIQN 1. PCRPosE. 
The purpose of this Revenue Procedure is to establish certain pro- 

cedures to be followed by the Internal Revenue Service in examining 
income tax returns filed for taxable years beginning after December 81, 
1964, by employees or self-employed individuals who claim deductions 
for the costs of operating passenger automobiles (including vehicles 
such as pickup or panel trucks) for business purposes. Under these 
procedures, a simplified method of computing deductible costs of 
operating passenger. automobiles will be accepted. 

SEC. 2. BACKGROVNn. 

Section 162(a) of the Interlial Revenue Code of 1954 provides that 
there shall be allowed as a deduction all the ordinary and necessary 
expenses paid or incurred during the taxable year in ca, rrying on any 
trade or business. Under that provision, an employee or a self- 
employed individual may deduct, the cost of operating a passenger 
automobile o~~ ned by him to the extent that it is used in a trade or 
business. Any portion of the operating cost which is attributable to 
personal use, rather than use for a business purpose, is not deductible. 

Szc. 8. OPTIoNAL METIIOO or CoMPvTING OPERATING CosTs. 

Subject to the conditions and limitations set forth below, deductions 
will be accepted if computed at a standard mileage rate of (a) ten 
cents per mile for the first 15, 000 miles of use each year for business 
purposes and (b) seven cents per mile for use for business purposes 
in excess of 15, 000 miles per year. Computation under this method 
is optional on a yearly basis. 

. 01 A. deduction computed under this method shall be in lieu of 
all operating and fixed costs of the automobile allocable to business 



purposes. Such items as gasoline (including State and local taxes), 
oil, repairs, license tags, insurance, and dep~reciation are included in 
operating and fixed costs. However, parking fees and tolls attributable 
to use for business purposes may be deducted as separate items. Gaso- 
line taxes allocable to use for nonbusiness purposes (and allowable 
under section 164 of the Cocle) may be deducted in addition to the 
deduction computed under this method. 

. 02 The use of the simplifierl method is limited to a self-employed 
individual or a, n employee who operates only onc automobile at a time 
for business purposes. AVhere a person alternates in using different 
automobiles on different occasions for business purposes, the standard 
mileage rate applies to the total business mileage of such automobiles, 
as if they were one, to arri' e at a deduction. Similarly, if an individ- 
ual replaces his automobile cluring the vear, the total business mileage 
for the year of both automobiles must be used, as if they were one, in 
applying the standard mileage rate. 

. 08 This method is not accepta. ble for computing the deductible 
costs of (A) vehicles used for hire, such as taxicabs, or (B) two or 
more automobiles usecl simultaneously, such as in fieet operations. 

. 04 In any year in which the simplified method has been used, 
straight-line depreciation will be considered to have been allowed. The 
allowable depreciation vill act to reduce the basis of the automobile 
in determining adjusted basis as required by section 1016(a) of the 
Code. 

. 05 This simplifiied method is not available for use where depreci- 
ation has been claimed in the past on an automobile by use of a depre- 
ciation method other than straight line, or where additional first-year 
depreciation has been claimed. 

. 06 The optional method provided by this Revenue Procedure will 
be accepted in examining the return of an employee irrespective of 
whether he received a reimbursement or allowance for such business 
automobile expenses from his employer, provided that such reimburse- 
ment or allowance is refiected in his return. For the reporting require- 
ments of employees, see sections 1. 162 — 17 and 1. 274 — 5(e) of the Income 
Tax Regulations. 

. 07 For this method of computing automobile cost to be acceptable, 
a, self-employed individual or employee is required to establish his 
business mileage (A) for local transportation, in accordance with sec- 

tion 1. 162 — 17 (d) of the regulations, and (B) for other travel, in accord- 
ance with section 1, 274 — 5 of the regulations. The provisions of such 

regulations relating to substantiation of the amount of an expenditure 
are inapplicable to deductions computed under this Revenue Procedure. 

SEG. 4. E~Ecv os OviiEr, Doer. i~rzxrs. 

AVith respect to returns filed for taxable years beginning after 
December 81, 1964, this Revenue Procedure supersedes Revenue Pro- 
cedure 64 — 10, C. B. 1964 — 1 (Part 1), 667 (erroneously designated as 

Revenue Ruling 64 — 10 in the Cumulative Bulletin), which relates to 
periods after December 81, 1962. 



96 CFR 601. 105: Examination of returns and Rev. Proc. 66 — 11' 
claims for refund, credit or abatement; de- 
termination of correct tax liability. 

(Also Part I, Section 611; 1. 611 — 9. ) 
Guidelines for computing cost depletion deductions by taxpayers 

in the Southern High Plains of Texas and New Mexico who extract 
ground water from the ogallala formation for irrigation purposes. 

SRGTIGN 1. PURPosR. 

The purpose of this Revenue Procedure is to furnish guides for tax- 
payers entitled to cost depletion deductions for the exhaustion of their 
capital investment in the ground water extracted by them in the South- 
ern High Plains of Texas and New Mexico and disposed of by them 
in their business of irrigation farming. 

Szc. 9. B AGKGRolIND, 

. 01 In Revenue Ruling 65 — 296, C. B. 1965 — 2, 181, dated December 18, 
1965, it is stated that the Internal Revenue Service vill follow the 
decision of the United States Court of Appeals for the Fifth Circuit 
in United 8tate8 v. 3f grvtn Shnrbet, et ux. , 847 Fed. (2d) 108 (1965), 
in the disposition of cases involving taxpayers engaged in the business 
of irrigation farming in the Southern High Plains of Texas and New 
Mexico. 

. 09 In that case, the Court held that the taxpayers are entitled to a 
cost depletion deduction for the exhaustion of their capital investment 
in the ground water extracted and disposed of bv them in their business 
of irrigation farming. The Court specifically stated, however, that its 
decision was not meant to furnish a precedent for the allowance of 
cost depletion except under the peculiar conditions of the Southern 
High Plains. 

SEC. 8. DISCUSSION AND CONCL'USIONS, 

. 01 The Court found in the 81turbet case that one of the ways the 
taxpayer may establish the cost of the ground water at the time of 
acquisition is by comparing differences between the fair nlarket values 
of dry lands and lands which contain water for irrigation in the area 
at that time. A. ny value attributable to nonfarm use of the land must 
be excluded from such cost and only the normal agricultural value at 
that time will be taken into account. As to any cost to be allocated to 
ground water for counties in the Southern High Plains area. , the Serv- 
ice map use any other reasonable means of verifying claimed values, 
including, where proper, a range of acceptable values expressed as a 
percentage of the purchase price. In each allocation, appropriate con- 
sideration must be given to the value allocated to all improvements 
including the resi. dence, if any, at the time of acquisition. 

. 02 Cost depletion will be allowed to irrigation farmers in the 
Southern High Plains under facts established to be similar to those in 
the 81turbet case. Taxpayers clainling cost depletion deductions on 
underground water deposits must establish to the satisfaction of the 

a Also released as Technical Information Release 802, dated Feb. 26, 1966. 
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district director both the amount of water present at acquisition and 
their cost, basis of the water. A proper allocation based upon relative 
market value as of the date of acquisition is necessary in cases where 
the water deposit was acquired with the land for a single price. 

. 08 In addition, the taxpayer mill be required to establish the net 
amount of exhaustion of the water deposit beneath his land during the 
taxable year. In establishing the net amount, of exhaustion of the 
water deposit underneath a taxpayer's land during the taxable year, the 
Service ~ill not recognize that there has been any exhaustion in any 
year in which a recharge of water increases the water saturation level 
over its level at the end of a, prior year of decrease. It is obvious that 
where there is an increase in any given year of available water, the 
taxpayer's supply has not been depleted during such year. Nor will 
any further deduction for depletion be allowed until such time as the 
water table again declines to a level belo~ the previously known lowest 
level. See example below. 

. 04 The determination of the saturated thickness (the thickness of 
tliat part of the formation containing water) at acquisition subject to 
depletion and the net decrease of that depletable saturated thickness 
during a given year are dependent upon the particular facts in each 
case, and. each taxpayer claiming a cost depletion deduction must es- 
tablish these factors in his case to the satisfaction of the district 
director. 

Sxc. 4. ExAMrl. z. 
Taxpayers should maintain appropriate records to support deple- 

tion deductions claimed. The following example shows a general 
format which may be used for computing cost depletion in claiming a 
cost depletion deduction. 
(I) Facts 

In 1057 A, a farmer, mho was on a calendar year basis, acquired some 
farmland in the Ogallala area of the Texas High Plains region. He paid 
$12, 000 for the property, of which $10, 000 represented the cost of the land 
and $2, 000 the cost of improvements, including an irrigation mell which was 
producing an ample supply of water from a reservoir with a depletable 
saturated thickness on the date of purchase of 250 feet. A's land had a value 
of $10, 000 mhereas mithout mater it mould have been worth only $6, 000. 
As of the beginning of the taxable year 1062, the depletable saturated thick- 
ness was 200 feet and decreased to 100 feet as of the end of the year. In 
1068, there mas a further net decline of 20 feet. In 1064, the mater forma- 
tion actuallv rose above the previous year's saturated thickness so that there 
was no actual depletion of the mater. But in 1065, the mater level sank 
15 feet. Of this amount, 10 feet mas merely recapture of the prior excess, 
so that only the net decline of 5 feet was depletable. It is assumed that 
in some year subsequent to 1065 the remaining water mould be drained 
oiT, and from that t™e on there mould be no more water to deplete. 

The cost depletion computation and depletion summary set forth 
belo~ show the manner in which cost depletion ivould be computed for 
1962 and subsequent years on the basis of the foregoing facts. 
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(2) Cost Depletion Computation Water 
Cost of land and improvements at acquisition $12, 000 
Less: Cost of improvements — — 2, 000 

Cost of land (surface and ground water) 10, 000 
Fair market value of surface laud at acquisition — 6, 000 

Cost of ground water at acquisition $4, 000 

Depletable saturated thickness of Ogallala formation at date of 
acquisition 250 feet 

Computation of unit cost= 
Original basis $4, 000 — $16 per foot 

Original number of feet 250 
Computation of depletion allowance for taxable year=unit cost && 

feet decrease. 
Depletable saturated thickness, beginning of taxable year (1962) 200 feet 
Depletable saturated thickness, end of taxable year (1962) 190 feet 
Depletable net decrease (1962) 10 feet 
Depletion allowance (1962) =$16 pcr footX10 feet=$160, 

(3) Depletion Summary 

Saturated thickness (in feet) 

Year Beginning 
of year 

End of year Depletable 
net decrease 

(4) 

Unit cost 
per foot" 

Depletion 
allowance 

(0) 

1962 
1963 
1964 
1965 

200 
1 9 0 
1 70 
1 80 

190 
170 
180 
165 

10 
20 

none 
5 

$16 
16 
16 
16 

$160 
320 

none 
80 

"Cost of ground water at acquisition (04, 000) divided by original saturated thickness (200 feet). 

(Also Part I, Section 1088. ) Rev. Proc. 66 — 12 ' 

On August 5, 1905, proposed regulations under section 1088 of the 
Internal Revenue Code of 1954, relating to certain reacquisitions of 
real property, were published in the Federal Register (80 F. R. 9768) . 

Consistent with the announcement in Technical Infor)nation Re- 
lease 758, dated August 0, 1965, the Internal Revenue Service will 
accept as valid, elections made before September 4, 1905, in accordance 
with those proposed regulations to have the provisions of section 1088 
of the Code apply to reacquisitions of real property occurf~ng in cer- 
tain taxable years beginning after December 81, 1957, and before 
September 8, 1904. 

Rev. Proc. 66 — 18 26 CFR 001. 204: Changes in accounting pe- 
riods and in methods of accounting. 

(Also Part I, Section 442; 1. 442 — 1. ) 
Procedures for changes in accounting period by tax exempt 

organizations. 

' Based on Technical Information Release 756, dated August 6, 1965. 
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SEGTIoN 1. PIIRPOSE. 
The purpose of this Revenue Procedure is to provide an admin- 

istrative procedure whereby organizations wholly exempt from 
Federal income tax may expedi'tiously obtain approval of a change in 
annual accounting period. Such organizations complying with the 
provisions hereof will be deemed to have obtained the approval of the 
ConImissioner of Internal Revenue for a change in accounting period. 
SEC. 2. BACKGROIIND. 

Under existing procedure, an organization wholly exempt from 
Federal income tax desiring to change its annual accounting period is 
required under the provisions of section 1. 442 — 1(b) (1) of the Income 
Tax Regulations to file an application on Form 1128, Application for 
Change in Accounting Period, with the Commissioner of Internal 
Revenue on or before the last day of the month following the close of 
the short period for whicli a return is required to e6ect the change 
of accounting period. 

SEC. 8. APPLICATION. 

Subject to the conditions contained in this section and in section 
5 below, any organization wholly exempt from Federal income tax 
desiring to change its annual accounting period, and whose exempt 
status is the same for the short, period for which a return is required to 
e8ect a change in accounting period and for the taxable year immedi- 
ately preceding such sh'ort period, may change its annual accounting 
period by filing an application on Form 1128 with the District Di- 
rector of Internal Revenue for the district in which the organization 
files its return. Reference to this Revenue Procedure should be made 
a part of the application. The application shall be filed on or before 
the last day of the month following the close of the short period for 
which a return is required to efFect the change of accounting period. 
Unless a letter is received by the organization from the District 
Director denying approval because the Form 1128 is not timely filed, 
it may be assumed that the change has been approved. The organiza- 
tion must attach a copy of the application to the return filed for the 
short period. 

SEC. 4. EXEMPT ORGANIZATIONS NOT COVERED BY TH:IS PROCEDIIRE. 

This Revenue Procedure does not apply to Farmers' Cooperatives 
exempt from Federal income tax under section 521 of the Internal 
Revenue Code of 1954, or organizations having unrelated business 
income as defined in section 512(a) of the Code. Such organizations 
shall file applications on Form 1128 with the Commissioner in accord- 
ance with section 1. 442 — 1(b) (1) of the regulations. 

SEO. 5. REcoRDs. 

The books of the organization must be closed as of the last day of 
the new taxab]e year. Returns for subsequent taxable years must be 
made on the basis of a full 12 months ending on the last day of the 
Ilew tax;Lble yeai' ~ 

66~1 



SEC. 6. EFFECTIVE DATE. 

This Revenue Procedure shall be effective for any change of annual 
accounting period where the last day of the short period required to 
effect the change ends on or after April 80, 1966. 

SEC. 7. INQUIRIES. 

Inquiries in regard to this Revenue Procedure should refer to its 
number and be addressed to the Commissioner of Internal Revenue, 
Attention: T:I:C:1:AM', Washington, D. C. , 20224. 

26 CFR 601. 801: Imposition of taxes, qualifl- Rev. Proc. 66-14 
cation requirements, and regulations. 

(Also Part III — A, Section 55M; 245. 30. ) 
The Fischer & Porter Co. Magnetic Meter Monitoring System 

SE /5261 has been approved by the Internal Revenue Service for 
use by brewers in measuring beer. 

All meters which have been approved for use in measuring beer 
are listed. 

Revenue Procedures 58 — 22, 60 — 30, 61 — 12, 64-2, 65-7, 65 — 14, 65-60, 
66-0 superseded. 

SECTIoN 1. PIIRPosE. 
The purposes of this Revenue Procedure are (1) to announce the 

approval of the Fischer k Porter Magnetic Meter Monitoring System 
SE +5281, and (2) to list all beer meters that have been previously 
approved. 
SEc. 2. APPRovAL oF METER. 

The Fischer A Porter Co. Magnetic Meter Monitoring System SE 
+5281, manufactured by the Fischer k Porter Co. , Warminster, Pa. , 
is approved for metering beer in breweries under 26 CFR Part 245. 
This metering system is a modification of the approved Fisher & 
Porter Co. Magnetic Meter Monitoring System +5264, announced in 
Revenue Procedure 66 — 9, page 621, this Bulletin. The modified system 
incorporates an auxiliary power supply which obviates the necessity 
for the solenoid valve and slow-flow cutofl' features. 
SEC. 8. METERs PREVIOUsLY APPROVED. 

The following beer meters have been previously approved for 
metering beer in breweries under 26 CFR Part 245. 

. 01 Figure 486 Xacto Meter, and Figure 786 Xacto Meter, manu- 
factured by Bowser, Inc. , Ft. Wa~yne, Ind. 

. 02 Pittsburgh Equitable Meter, manufactured by Rockwell 
Manufacturing Co. , Pittsburgh, Pa. 

, 08 Potter Flow Meter, equipped with Maximum Securitv System 
SY — 81-4000, manufactured by the Potter Aeronautical Corp. , Union, 
N. J. (Rev. Proc. 58 — 22, C. B, 1958 — 2, 1140, as modified by Rev. Procs. 
61 — 12, C. B. 1961 — 1, 899, and 65 — 7, C. B. 1965 — 1, 784. ) 

. 04 2BL and 8BL Rotocyc]e Beer Meters, manufactured by Rock- 
well Manufacturing Co. , Pittsburgh, Pa. , equipped with either reg- 
isters approved for piston-type meters or the Brodie Register, Series 
22265. (Rev. Proc. 60 — 80, C. B. 1960 — 2, 1008, as modified by Rev. Proc. 
65 14' C B 1965 1~ 825 ) 
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~ 05 Tamper-Proof Turbine Meter and Totalizer System, manu- 
factured by the Fischer & Porter Co. , Warminster, Pa. (P~ev. Proc. 
64 — 2, C. B. 1964 — 1 (Part 1), 641. ) . 06 A. O. Smith Model SY — 81 meter, equipped with Model 1587 
Security System. (Rev. Proc. 65 — 80, C. B. 1965 — 2, 1024. ) . 07 Fischer & Porter Co. Magnetic Meter Monitoring System 
SE +5264, manufactured by the Fischer & Porter Co. , Warminster, 
Pa. (Rev. Proc. 66 — 9, page 621, this Bulletin. ) 
SEC. 4. CoNTRoz, s. 

On all electronic meters, the panels containing the totalizers and 
means of setting adjustment factors are to be kept under separate lock 
and key under Government control. The brewer will control all other 
operating controls. 
SEC. 5. INSTALLATION AND TEST OF METERS. 

For testing brewers' meters, the Alcohol and Tobacco Tax Division 
ordinarily has available only master meters having 2-inch flanged 
connections. Therefore, brewery meters must be so installed as to be 
readily tested by such 2-inch meters. Also, where brewery meters 
normally operate in excess of the maximum r~ate of Row for Govern- 
ment master meters — usually 90 to 100 gallons per minute — provisions 
must be made to test such brewery meters at a lesser rate of Row. 
SEC. 6. EFFECT ON OTIIER DOCUMENTS. 

Revenue Proced. ures 58 — 22, C. B. 1958 — 2, 1140; 60 — 30, C. B. 1960 — 2, 
1008; 61 — 12, 1961 — 1, 899; 64 — 2, C. B. 1964 — 1 (Part 1), 641; 65 — 7, C. B. 
1965 — 1, 784; 65 — 14, C. B. 1965 — 1, 825; 65 — 80, C. B. 1965 — 2, 1024; and 
66 — 9, page 621, this Bulletin, are hereby superseded. 
SEC. 7. INQUIRIES. 

Inquiries regarding this Revenue Procedure should refer to its num- 
ber and be addressed to the Ofhce of the appropriate Assistant Regional 
Commissioner, Alcohol and Tobacco Tax. 

Rev. Proc. 66 — 15 26 CFR 601. 105: Examination of returns and 
claims for refund, credit or abatement; 
determination of correct tax liability. 

(Also Part I, Section 4482; 41. 4482(b) — 1. ) 
A weight of 3, 000 pounds may bc excluded in computing the 

"actual unloaded weight" of packer-type refuse collection trucks. 

SEOTICN 1. PURP08E. 
The purpose of this Revenue Procedure is to establish a procedure 

to be followed by the Internal Revenue Service in examining highway 
use tax returns covering rear loading compaction-type refuse collec- 
tion trucks. Under these procedures, a standard weight exclusion 
factor will be accepted for purposes of determining the "actual un- 
loaded weight" of these trucks. 
SEc. 2. BAOKGRCUND. 

Under section 41. 4482(b) — 1(b) (2) of the Highway Motor Vehicle 
Use Tax Regulations the weight of certain parts used only in loading, 
unloadingy Ind packing cargo, may be excluded in determining the 
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actual unloaded weight of a vehicle for purposes of the tax on highway 
use imposed by section 4481(a) of the Internal Revenue Code of 1N4. 

Many users of automatic packer-type refuse collection trucks have 
experienced dijficulty in identifying excludable parts and substantiat- 
ing their weight, when trying to determine the actual unloaded weight 
of this type of truck. For this reason, the taxpayers have requested 
the Service to establish a standard exclusion factor which will be 
accepted in lieu of actual identification and substantiation of the 
weight of excluded parts. 
SEC. 8. CONCLUSION. 

Upon consideration of data obtained from manufacturers of these 
trucks or bodies the Service will, in the examination of returns, accept 
without substantiation the exclusion of 8, 000 pounds in computing the 
"actual unloaded weight" of packer-type refuse collection trucks. 

Rev. Proc. 66 — 16 26 CFR 601. 602: Forms and instructions. 
(Also Part I, Section 6041; 1. 6041 — 1. ) 

Substitutes for Form 1099, U. S. Information Return, may be used 
in lieu of the official form, subject, however, to prescribed condi- 
tions. 

Revenue Procedure 65 — 12, C. B. 1965 — 1, 751, superseded. 

SEcTIoN 1. PURPosE. 
The purpose of this Revenue Procedure is to state the requirements 

of the Internal Revenue Service relating to substitutes for Form 1099, 
U. S. Information Return. These requirements are designed to facili- 
tate processing of these forms by optical character recognition tech- 
niques, and to provide flexibility in their preparation by payers. 

SEC. 2. SUBSTITUTE FORMS. 

Substitutes for Form 1099 which adhere to the specifications con- 
tained in this procedure may be privately printed without the prior 
approval of the Internal Revenue Service. Proposed substitutes not 
meeting these specifications should be submitted to the Service for 
approval. Requests for approval should contain an explanation of 
the need for the specific deviations sought. 

SEC. 8. PAYMENTS. 

. 01 All of the payment blocks contained on the OKcial form need 
not be shown on the substitute form. Only the payments actually 
needed by. the user are necessary on the substitute. Payment blocks 
in addition to those on the official form may be added to substitute 
forms in accordance with section 4. 02. The arrangement of payment 
blocks on substitute forms is covered in section 4. 05. 

. 02 In 1965, salaries or other compensation previously reportable 
in block 4 on Form 1099 were permitted to be reported either on a 
Form 1099 or a Form W — 2, Wage and Tax Statement, but not on both, 
at the option of the payer. For 1966 and subsequent years, payers 
should report this type of income only' on Form W — 2. 
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SI'c. 4-. FoRMAT SPEGIFICATIONS. 
. 01 For purpose of format specifications, the Form 1099 is divided 

into two sections: a specified format section and a variable format 
section. The specified format section includes all payment blocks, 
payee name, address, and taxpayer identifying number, the format 
identifier (section 4. 04(j)) and payment identifier (section 4. 05 (b) 
and (d)), the format guidelines, and the area within 3/8 inch of the 
left edge of the document and 1/8 inch to the right of the format or 
payment identifier. The variable format section consists of the re- 
mainder of the document, including the reporting year and payer 
name, address, and identification number. 

. 02 Additional data blocks (including additional payment blocks) 
may be added to substitute Forms 1099, at the option of the payer, or 
in accordance with State requirements, but these additional data 
blocks must be contained in the variable format section except as 
noted in section 4. 04(c) below. 

. 03 Variablegormat section layout. — The arrangement of data in the 
variable format section may be varied on substitute forms to fit the 
requirements of State law or to accommodate the needs of the data 
processing system used by the payer, except that the payment y. ear 
must always be in the upper right corner of the form. 

. 04 Specified format section layout (general). 
(a) The specified format section, including contents, general 

arrangement and typography, must conform to one of the formats 
illustrated in Exhibit B, subject to section 4. 05. Formats 1, 2, 
3, 4, and 5 are preferred; however, formats 6, 7, 8, and 9 are 
also acceptable. 

(b) If format 8 or 9 is used, and the location of the taxpayer 
identifying number is consistent, a three point vertical rule 
(0. 045 inch) should be preprinted immediately to the left of this 
number. If format 8 or 9 is used and the location of the taxpayer 
identifying number is not consistent for all returns, due to the 
nature of the mechanical equipment used by the payer, this 
number need not be contained in a special box, nor identified. 
Preferably, it should be printed to the right of and on the same 
line as the payee name (or first line of the payee name if there 
is more than one) but it can also be printed one or two lines 
above or below the first line of payee name. 

(c) Special precaution must be taken if the printing of an 
account designation number in the specified format section is 
unavoidable. In this case such number must not be on the same 
line as or on any line above the taxpayer identifying number, 
nor on the same line as payments. When possible, the printing 
of such numbers in the specified format section should be avoided. 

(d) If the taxpayer identifying number is a social security 
number, it must be printed in the following pattern: 000 — 00 — 0000. 
If it is an employer identification number, it must be printed as 
00 — 0000000. Spaces may be used in lieu of hyphens. 

(e) When there are multiple payees with different surnames, 
the identifying number shown must, be linked to the surname to 
which it applies. It is preferred that such linkage be in the 
form of an asterisk preceding the designated surname. 



(f) Payee name, street, address, and city and State (including 
ZIP code) must be on separate lines. City, State, and ZIP 
code may be on the same line or on separate lines. 

(g) The area within Y8 inch of the left edge of the document 
(exclusive of stubs) must not contain any prepunched holes and 
be free of any printing except for the format identifier and format 
guidelines appropriate to each permissible alternate format as 
illustrated in Exhibit B. There must be no intervening data or 
marks between the left edge of the document and the specified 
format section. In addition, there must always be a clear space 
of at least )s inch to the right of and below the format and pay- 
ment, identifiers. 

(h) There must be a margin of at least Y4 inch from the top 
edge of the document to any printing. Variable format section 
data may be placed between the top or bottom edge of the 
document and the specified format section. If not more than 
four payment blocks are used, the specified format section may 
occupy the entire left side of the substitute form at the option of 
the payer. 

(i) The overall dimensions of the specified format section and 
the dimensions of the individual data blocks contained therein 
may be varied from the dimensions shown in Exhibits A and B. 
However, the general arrangement of data within the section and 
the typography may not be altered, except that substitute forms 
may be limited to the payments actually being reported. 

(j) The appropriate format identifier (1, 2, 3, 4, 5, 6, 7, 8, or 9) 
must be shown in the upper left corner of Copy A, as illustrated 
in Exhibits A and B, i~4 inch from the top and left edges. If 
payment identifiiers are used, they should follow the format 
identifier. See Exhibit C. In addition, the appropriate format 
guidelines must also be shown on Copy A. The identifiers and 
guidelines need not be shown on the other copies of the form. 

(k) In using any of the formats, care should be taken to prevent 
disclosure of payment information if a window envelope is used 
for mailing. 

. 05 Specified format section layout (payment blocks and payment 
identifiers) . 

(a) The number of payments reported and the sequence of 
payments may vary from the number and sequence on the official 
form. However, payment blocks must always be on one line, and 
the wording and position within the block of the captions must 
conform to the wording and position on the official form, There 
must never be any nonpayment data between any payment 
block and the left margin of the document. 

(b) In addition to the requirements in section 4. 05(a), above, 
when the number or sequence of payments varies from the official 
form, or when a taxpayer identifying number is on the same line 
as the payments, a payment identifier must be printed on the 
form immediately to the right of the format identifier. The 
payment identifier consists of appropriate codes shown in section 
4. 05(d) below. The sequence of digits in the payment identifier 
must correspond exactly to the sequence of payments on the 
substitute form starting from the left. 



(c) The taxpayer identifying number may be on the same line 
as the payment amounts. When this is done, format 6 or 7 
must be used. In these cases, the number will be treated in the 
same manner as a payment block, and assigned code "0" (numeric 
zero), as noted in section 4. 05(d) below. 

(d) The following codes apply when payment identifier 
numbers are used: 

1. Dividends and other distributions on stock. 
2. Earnings from savings and loan associations, mutual 

savings banks, credit unions, etc. 
3. Interest. 
4. Patronage dividends and certain other distributions by 

cooperatives. 
5. Rents and royalties. 
6. Annuities, pensions, and other fixed or determinable 

income. 
7. Foreign items, prizes, awards etc. 
0. Taxpayer Identifying Number (used with format 6 or 7 

only). 
See Exhibit C. 

SEG 5. SPECIFIGATIONs. 

. 01 Basicform. — The latest revision of the prescribed Form 1099 
should be used as the basis for the privately printed form. A copy of 
the latest revision of this form may be obtained from any District 
Director of Internal Revenue. 

. 02. Color and quality of payer. 
(a) Paper used for Copy A must be white 100 percent bleached 

chemical wood, 2Y, percent maximum groundwood permissible. 
No optical brighteners may be added; however, minimal trace 
amounts will be acceptable. The paper must be: Weight, 40 
pound (basis 17 x 22 — 1, 000), tolerance plus/minus 5 percent 
(weight must be inclusive of any coatings or chemical treatments); 
brightness, 80 percent or more when measured on a brightness 
meter in accordance with TAPPI specifications T — 452; low finish; 
free of any dirt specks which would affect optical scanning; and 
uniformly textured. The minimum qualifications are the typical 
physical characteristics in weight, caliper, stiffness, and tear 
resistance normally associated with a 40-pound chemical wood 
bond or writing paper. 

(b) The paper used for other copies must be white, minimum 
18-pound (17 x 22 — 1, 000), and of good quality. 

. 08 Color and quality of ink. — All prcprinted data and rules on 
Copy A must be in a black nonreflective ink. A nonreflective ink is 
one which has 10 percent reflectance or less between the wavelength 
range of 3, 500 and 5, 000 Angstroms and 20 percent or less between 
the wavelength range of 5, 000 to 10, 000 Angstroms. (These reHec- 
tances are referenced to magnesium oxide which is considered 100 
percent. ) 

. 04 Quality of printing. — Printers must maintain strict quality 
control during production of substitute Forms 1099. Special care 
must be taken to insure that the density of ink, as noted in section . 03 
above, is maintained and that the bar codes are free from picks and 



voids. To facilitate satisfactory scanning operations, strict observ- 
ance of printing and trimming tolerances are required. 

. 05 Typography. — Type must be substantially identical in size 
and shape with corresponding type on the official form. All hori 
zontal rules on the document and all vertical rules outside the specified 
format section must be one point (0. 015 inch). All vertical rules 
within the specified format section and format identifier lines must be 
three point (0. 045 inch). When present, mailing guides must be less 
than /2 point (0. 0075 inch). A 0. 045-inch vertical rule must precede 
and follow every payment block, as illustrated in Exhibits A and B, 
irrespective of the number of payment blocks being reported, The 
format and payment identifiers must be printed in the 10-point 
Remington typewriter font as shown in GPO "Specimens of Type 
Faces. " Vertical rules must be parallel to the left edge of the 
document; horizontal rules, parallel to the top edge. 

. 06 Dimensions. — The official form is 8 inches wide by 3/z inches 
deep, exclusive of a /z-inch snap-stub on the left side of the form. 
The substitute forms may vary in width from 7s/s inches to 8 inches 
and in depth from 3' inches to 3/4 inches, although adherence to 
the size of the official form is preferred. The snap feature is not 
required on substitutes. If the substitute forms are in continuous or 
strip form, they must be burst and stripped to conform to the size 
specified before they are filed. 

. 07 Clear area. — The back of Copy A must be free of all printing, 

. 08 Carbonized forms or "spot carbons. " — Carbonized forms and 
"spot carbons" are not permissible. Interleaved carbon, if used, 
should be black and of good quality to preclude smudging. 

. 09 The Government Printing O~e symbols. — The Government 
Printing Office symbols must be omitted. 

. 10 Cogn'es 8 and C — Copies B and C are included in the official 
assembly for the convenience of the payer. Although there is no re- 
quirement that privately printed substitute forms include these copies, 
Copy B will satisfy the requirements of law and regulations concerning 
the statement of information which is to be furnished the payee and 
Copy C may be desired by the payer for his records. 
SEC. 6. ADDITIONAL INSTRUCTIONS. 

. 01 Arrangement of assembly. — Except as provided in paragraph 
. 02 below, the parts of the assembly shall be arranged, from top to 
bottom, as follows: Copy A, "For Internal Revenue Service, " Copy 
B, "For Payee, " Copy C, "For Payer's Records. " 

. 02 Additional copies. — Additional copies may be prepared by 
payers for States requiring the report. When this is done, one such 
copy may be inserted between Copies A and B. Forms for delivery 
to State or local taxing authorities should be clearly labeled to indicate 
the purpose for which they are intended and should not bear any part 
of the designation, "Form 1099, I;. S. Treasury Department, Internal 
Revenue Service. " 

. 03 The instructions in the block "To Whom Paid" must be shown 
on the form. 

. 04 Instructions for payers. 
(a) Only originals or ribbon copies may be filed with the 

Service. Carbon copies are not acceptable. 



EXHH3IT 1)A 

Margin: Minimum of 1(4" 
free of all printing 

v 

I 
Width: Maximum - Baby Minimum - 7-3/3" 

I/O" in from top and left edges 
1 Format identifier: 10-point Remington 

1 type font (Use appropriate number) 
I 

U. S. INFORMATION RETURN FOR CAILENUAR YEAR 1966 Cntgy A 

(Soe instructions on Foam 1090) Ferlnternnl Revenue Service 

1. Dividends and othe 
distributions on sloch 
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6, Rents and loyalties 
6. Annuities, pensions, and y. Fareitn gems, Priles, 
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ble Income 

I I 
1. point rule Typoorpa ltoapoyecldo tllylsnuumtma P. 

3 point rule 

Depth: 

Maximum - 3-3yy4" 

Mene mum — 3-Iyy'4m 

TO WHOM PAVO Tap*orb ' t nm'o, addm s (tu I d Rlp *d*). If a «ut 
I I ltlpl p v Ithdtff t o o lt I sludoo th « oI Dd I y, 
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t fi' ng hu Ihcr) 

ga — yearn I Dg granary bepartroant Intaroafgovenue gaotce Fnvgn 1999 

I I 

I 

m 3/8"- Entire depth to contain ONLY format identifier and guidelines. 
It must be free of other printing holes, or marks. 

Back' of CoPy A must be BLANIt: 



EXHIB1T B 

U. S. INFORMATION RETURN FOR CAI. ENOAR YEAR T966 gefy A 

. (use inst a«rona on Form Voce) fnr Inlernel Revenue Service 

i. uvidsnds sad other 
dtilrtt Slterla Orl Sietli 
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NOTES: 
1, Formats 4, 5, 6, 7, 8, and 9 must have payment identifier number(s) following format idefttifier 

numbers See Note 4 on Exhibit C. 
2, When taxpayer identifying number is located'in a payment block, 'format 6 or 7 must be used. 
3, Use 10 point Earning(on Type Font for format and payment identrifier numbers, 
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EXHIBIT Q 

Illustration of payment Identifier Numbers When Formats 4, 5, 6, 7, 8 and 9 are Used 

41347 

Format 4 with payment identifiers: 
1. Dividends and other distributions 
3. Interest 
4. patronage dividends and certain. other distributions by cooperatives 
7. Foreign items 

61370 

Format 6 with payment identificrs: 
1. Dividends and other distributions 
3. Interest 
7. Foreign items 
0. Taxpayer identifying number 

NOTES: 
1. When taxpayer identifying number is located in a payment block, format 6 or 7 m'ust be used. 
2, Use 10 point Remington Type Font for format and payment identifier numbers, 
3. Payment blocks must correspond to payment identifier numbers printed. Do not use more 

payment blocks than payment identifier numbers. 
4. If all 7 payment fields are shown and they are in the same sequence as on the official form, 

payment identifiers need not'be shown. 



EXHIBIT D 

Illustration of additional information required o)t, Form 1095) for amended 
or corrected returns. 

Legend required u)ithin 
1/4ry clear band and 
centered horizontally. 

CORRECTED RETURN 
O. S. INFORMATION RETIIRN FOR CALENOAR YEAR 1966 CnRF R 

(nag instructions on Form 1096) Fnr Internal Revenue Service 

h Dividends and atter 
distnbutions on stock 
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banks, ere crt unro ns, 
elc. 
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portable in column 2 
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tributions by cooper- 
atmss 

5. Rents snd royalties 
g, nnnuilies, pensions, snd l. FOreign itemS, Prirea, 

atberiixedordslermms- swsr's, elc. Do rmx 
ble income include amounts re- 

ported on Form W-2 

Cent red 
Type oxpdat taxpayex ideanfylug aumbex ~j 

2/4PP Minim 
3/8" Maxim 

m 
m 

The lette~ "X" (minimum 20 point) 
required here 

TO WHOM PAID Type or p int mama, add esu «uclude Zip coda). If account for m Itiple pauses with dlfterer t eu names o it includos the nome of a fiducfum, trust o e i te, designate tho name of the individuals entityto whom the identifying numb r belongs. 
SY WHOM PAID &Name. address (Include ZIP code), nnd )dad. 

tifying number) 
lg — xooxn-1 D. g. Tresmrf Dsprrlmenl, Inlnnal Rennue gnvlm FOrm I 099 

l(IOTE' 
'III/hen format 3, 5, 7, or 9 is used the location of the "X" must be centered in the 3/8" clear 
left margin and l/4u-3/8" below the middle horizontal 3 point rule. 



(b) The Service requests the cooperation of payers in typing or 
machine printing whenever possible and in providing good quality 
data entries on the forms; i. e. , using black ribbon, inserting data 
in the middle of blocks, well separated from other printing and 
guidelines, and taking any other measures that will guarantee 
a clear, sharp image. However, payers are not expected to pur- 
chase typewriters, machines, or special ribbons to prepare the 
forms. 

(c) Corrected returns, Form 1099, must be submitted in 
accordance with instructions on Exhibit D. 

SEc. 7. SUBsTITUTEs NGT MEETING ABovE CoNDITIQNs. 
Proposed substitute forms which do not meet the conditions stated 

above, and requests for submission of Forms 1099 in the form of 
tabulating cards or magnetic tape, should be forwarded by letter to 
the Commissioner of Internal Revenue, Attention: D:S:Pl. , Wash- 
ington, D. C. , 20226. 
Szc. 8. REPRCDUOTICN PR00Fs. 

Reproduction proofs of the official Form 1099 are available upon 
the request of any person who desires to use reproductions of such 
form. Requests for reproduction proofs should be addressed to the 
Commissioner of Internal Revenue, Attention: A:FM:P, Washington, 
D. C. , 20224. 
SEc. 9. EFFECT oN OTHER DocUMENTs. 

This Revenue Procedure supersedes Revenue Procedure 65 — 12, 
C. B. 1965 — 1, 751. 

26 CFR 601. 602: Forms and instructions. Rev. Proc. 66 — 17 
(Also Part I, Section 6041; 1. 6041 — 1. ) 

Substitutes for Form 1087, Nominee's Information Return, may 
be used in lieu of the of5cial form, subject, however, to prescribed 
conditions. 

Revenue Procedure 65-18, C. B. 1965-1, 837 superseded. 

SECTION 1. PURPOSE. 

The purpose of this Revenue Procedure is to state the requirements 
of the Internal Revenue Service relating to substitutes for Form 1087, 
Nominee's Information Return. These requirements are designed to 
facilitate processing of these forms by optical character recognition 
techniques, and to provide flexibility in their preparation by nominees. 

SEc. 2. SUBsTITUTE FCRMs. 
Substitutes for Form 1087 which adhere to the specifications con- 

tained in this procedure may be privately printed without the prior 
approval of the Internal Revenue Service. Proposed substitutes not 
meeting these specifications should be submitted to the Service for 
approval. Requests for approval should contain an explanation of the 
need for the specific deviations sought. 

SEC. 8. FORMAT SPECIFICATIONS. 

. 01 For purpose of format specifications, the Form 1087 is divided 

into two sections: a specified format section and a variable format 
section. The specified format section includes the payment blocks, 
name, address, and identifying number of the actual owner or payee, 
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the format identifier (section 3. 04(j)), the format guidelines, and the 
area within % inch of the left edge of the document and Y8 inch to the 
right, of the format identifier. The variable format section consists 
of the remainder of the document, including the reporting year and 
name, address, and identification number of the nominee or record 
owner. 

. 02 Additional data blocks (including additional payment blocks) 
may be added to substitute Forms 1087, at the option of the nominee, 
or in accordance with State requirements, but these additional data 
blocks must be contained in the variable format section except, as 
noted in section 3. 04(c). 

. 03 Vanable format section layout. — The arrangement of data in 
the variable format section may be varied on substitute forms to fit, 
the requirements of State law or to accommodate the data-processing 
system used by the nominee, except that the payment year must 
always be on the top line of the form, subject to section 3. 04(h) 
belo~. 

. 04 Speci@ed format section layout. 
(a) The specified format section, including contents, general 

arrangement, and typography, must conform to one of the formats 
illustrated in Exhibit B. Formats 1, 2, 3, 4, and 5 are preferred; 
however, formats 6 and 7 are also acceptable. 

(b) If format 6 or 7 is used, and the location of the taxpayer 
identifying number is consistent, a three point vertical rule (0. 045 
inch) should be preprinted immediately to the left of this num- 
ber. If format 6 or 7 is used and the location of the taxpayer 
identifying number is not consistent for all returns, due to the 
nature of the mechanical equipment used by the nominee, this 
number need not be contained in a special box, nor identified. 
Preferably, it should be printed to the right of and on the same 
line as the name of the actual owner or payee (or first line of the 
payee name if there is more than one) but it can also be printed 
one or two lines above or below the first line of payee name. 

(c) Special precaution must be taken if the printing of an 
account designation number in the specified format section is 
unavoidable. In this case such number must not be on the same 
line as, or on any line above, the taxpayer identifying number, 
nor on the same line as payments. When possible, the printing 
of such numbers in the specified format section should be avoided. 

(d) If the taxpayer identifying number is a social security 
number, it must be printed in the following pattern: 000 — 00 — 0000. 
If it is an employer identification number, it must be printed as 
00 — 0000000. Spaces may be used in lieu of hyphens. 

(e) When there are multiple payees with diferent surnames, the 
identifying number shown must be linked to the surname to 
which it applies. It is preferred that such linkage be in the form 
of an asterisk preceding the designated surname. 

(f) Payee name, street address, and city and State (including 
ZIP code) must be on separate lines. City, State, and ZIP code 
may be on the same line or on separate lines. 

(g) The area within % inch of the left edge of the document 
(exclusive of stubs) must not contain any prepunched holes and 
be free of any printing except for the format identifier and format 



guidelines appropriate to each permissible alternate format as 
illustrated in Exhibit B. There must be no intervening data or 
marks between the left edge of the document and the specified 
format section. In addition, there must always be a clear space 
of at least g inch to the right of and below the format identifier. 

(h) There must be a margin of at least P4 inch from the top 
edge of the document to any printing. 

(i) The overall dimensions of the specified format section and 
the dimensions of the individual data blocks contained therein 
may be varied from the dimensions shown in Exhibits A and B. 
However, the general arrangement of data within the section and 
the typography may not be altered. 

(j) The appropriate format identifier (1, 2, 8, 4, 5, 6, or 7) 
must be shown in the upper left corner of Copy A, as illustrated 
in Exhibits A and B, P4 inch from the top and left edges. In 
addition, the appropriate format guidelines must also be shown 
on Copy A. The identifier and guidelines need not be shown 
on the other copies of the form. 

(k) In using any of the formats, care should be taken to prevent 
disclosure of payment information if a window envelope is used 
for mailing. 

SEC. 4. SPECIPIGXTIONS. 

. 01 Bast', e form. — The latest revision of the prescribed Form 1087 
should be used as the basis for the privately printed form. A copy 
of the latest revision of this form may be obtained from any District 
Director of Internal Revenue. 

. 02 Color and quality of paper. 
(a) Paper used for Copy A must be white and 100 percent bleached 

chemical wood, 2)& percent maximum groundwood permissible. No 
optical brighteners may be added; however, minimal trace amounts 
will be acceptable. The paper must be: Weight, 40 pound (basis 
17 x 22 — 1, 000), tolerance plus/minus 5 percent (weight must be 
inclusive of any coatings or chemical treatments); brightness, 8Q 
percent or more when measured on a brightness meter in accordance 
with TAPPI specifications T-452; low finish; free of any dirt specks 
which would affect optical scanning; and uniformly textured. The 
minimum qualifications are the typical physical characteristics in 
weight, caliber, stiffness, and tear resistance normally associated 
with a 40-pound chemical wood bond or writing paper. 

(b) The paper used for other copies must be white, minimum 
18-pound (17 x 22 — 1, 000) and of good quality. 

. 03 Color and quality of in'. — All reprinted data and rules on Copy 
A must be in a black nonreflective ink. A nonreflective ink is one 
which has 10 percent refiectance or less between the wavelength range 
of 3, 500 and 5, 000 Angstroms and 20 percent or less between the 
wavelength range of 5, 000 to 10, 000 Angstroms. (These reflectances 
are referenced to magnesium oxide which is considered 100 percent. ) 

. 04 Quality of prinfing. — -Printers must maintain strict quality 
control during production of substitute Forms 1087. Special care 
must be taken to insure that the density of ink, as noted in section . 03 
above, is maintained and that the bar codes are free from picks and 
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voids. To facilitate satisfactorv scanning operations, strict observ- 
ance of printing and trimming tolerances are required. 

. 05 Typography. — Type must be substantially identical in size and 
shape with corresponding type on the official form. All horizontal 
rules on the document and all vertical rules outside the specified 
format section must be one point (0. 015 inch). All vertical rules 
within the specified format section and format identifier lines must 
be three point (0. 045 inch) . When present, mailing guides must, 
be less than Y2 point (0. 0075 inch). A 0. 045-inch vertical rule must 
precede and follow each payment block, as illustrated in Exhibits 
A and B. The format identifier must be printed in the 10-point 
Remington typewriter font as shown in GPO "Specimens of Type 
Faces. " Vertical rules must be parallel to the left edge of the docu- 
ment; horizontal rules, parallel to the top edge. 

. 06 Dimensions. — The official form is 8 inches wide by 8$& inches 
deep, exclusive of a /2-inch snap-stub on the left side of the form. 
The substitute forms may vary in width from 7% inches to 8 inches 
and in depth from 3/4 inches to 3% inches, although adherence to the 
size of the official form is preferred. The snap feature is not required 
on substitutes. If the substitute forms are in continuous or strip 
form, they must be burst and stripped to conform to the size specified 
before they are filed. 

. 07 Clear area. — The back of Copy A must be free of all printing. 

. 08 Carbonized forms or "spot carbons. " Carbonized forms and 
"spot carbons" are not permissible. Interleaved carbon, if used, 
should be black and of good quality to preclude smudging. 

. 09 The Government Printing Once symbols. — The Government 
Printing Office symbols must be omitted. 

. 10 Copies B and C Copies B and C are included in the official 
assembly for the convenience of the nominee. Although there is no 
requirement that privately printed substitute forms include these 
copies, Copy B may be desired by the nominee for his records and Copy 
C will satisfy the requirements of law and regulations concerning the 
statement of information which is to be furnished to the actual owner 
or payee. 
SEc. 5. ADDITIoNAL INSTRIJcTIDNs. 

. 01 Arrangement of assembly. — Except as provided in paragraph . 02 
below, the parts of the assembly shall be arranged, from top to bottom, 
as follows: Copy A, "For Internal Revenue Service, " Copy B, "For 
Nominee, " Copy C, "For Actual Owner or Payee. " 

. 02 cldditional copies. — Additional copies may be prepared by 
nominees for States requiring the report. When this is done, one 
such copy may be inserted between Copies A and B. Forms for 
delivery to State or local taxing authorities should be clearly labeled 
to indicate the purpose for which they are intended and should not 
bear any part of the designation, "Form 1087, U. S. Treasury 
Department, Internal Revenue Service. " 

. 08 Instructions for nominees. 
(a) Only originals or ribbon copies may be filed with the 

Service, Carbon copies are not acceptable. 
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(b) The Service requests the cooperation of nominees in typing 
or machine printing whenever possible and in providing good 
quality data entries on the forms, i. e. , using a black ribbon, 
inserting data in the middle of blocks, well separated from other 
printing and guidelines, and taking any other measures that will 
guarantee a clear, sharp image. However, nominees are not ex- 
pected to purchase typewriters, machines, or special ribbons to 
prepare the forms. 

(c) Corrected returns, Form 1087, must be submitted in 
accordance with instructions on Exhibit C. 

SEC. 6. SUBSTITUTES NOT MEETING ABOVE CONDITIONS. 

Proposed substitute forms which do not meet the conditions stated 
above, and requests for submission of Forms 1087 in the form of tabu- 
lating cards or magnetic tape, should be forwarded by letter to the 
Commissioner of Internal Revenue, Attention: D:S:Pl. , Washington, 
D. C. , 20226. 

SEC. 7. RFZ'RODUCTION PROOFS. 

Reproduction proofs of the OKcial Form 1087 are available upon 
the request of any person who desires to use reproductions of such 
form. Requests for reproduction proofs should be addressed to the 
Commissioner of Internal Revenue, Attention: A:FM:P, Washington, 
D. C. , 20224. 
SEC. 8. EFFECT ON OTHER DOCUMENTS. 

This Revenue Procedure supersedes Revenue Procedure 65-18, 
C. B. 1965-1, 887. 

(Also Part I, Section 167; 26 CFR 
1. 167 (a) — 1. ) 

Classification of floating or self-propelled drilling vessels and 
barges, platforms, and support vessels for depreciation purposes. 

Revenue Procedure 62 — 21, C. B. 1062 — 2, 418, supplemented. 

SEGTIQN 1. PURPosE. 

The purpose of this Revenue Procedure is to provide advice con- 
cerning the proper classification of such depreciable assets as fioating 
or self-propelled drilling vessels and barges, platforms, and support 
vessels within the guideline classes of Revenue Procedure 62 — 21, C. B. 
1962 — 2, 418. 

SEc. 2. CCNOLUsICN. 

Floating or self'-propelled drilling vessels and barges, platforms, 
and support vessels, such as those used in the exploration for oil or g'as 
in ofi'shore operations, are classified in Group 2, Class 2(b), Marine 
Contract Construction with a guideline class life of 12 years. Included 
is the vessel itself and all drilhng equipment related thereto. Tenders, 
barges, towboats, crew boats and other vessels used to transport sup- 
plies, equipment, and personnel in offshore operations are classified 
in the same class. For activities of this kind, this classification in- 
cludes equipment used in both force account and contract construction. 
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EFFEOT oN OTIIER DOOUMENTs. 

Revenue Procedure 62 — 21, C. B. 1962 — 2, 418, is hereby supplemented. 

26 CFR 601. 401: Employment taxes. 
(Also Part I, Sections 8802, 6081; 81. 3802(a)— 

1, 81. 6081(a)-1. ) 
Extension of time for filing Employer's Annual Federal Unemploy- 

ment Tax Return, Form 940, for the calendar year 1065 with district 
directors in New York. 

Rev. Proc. 66 — 19 

SECTION 1. PURPOSE, 

The purpose of this Revenue Procedure is to announce that on Jan- 
uary 27, 1966, the Internal Revenue Service granted an extension of 
time until February 28, 1966, for the filing of returns on Form 940, 
Employer's Annual Federal Unemployment Tax Return, under the 
Federal Unemployment Tax Act for the calendar year 1965 by em- 
ployers who file the returns with district directors located in the State 
of New York and who normally would have been required to file such 
returns on or before January 81, 1966. 

SEC. 2. BACKGROUND. 

This extension of time, granted because of the effect of a New York 
City transit strike, parallels a similar action by the State of. New York 
which granted employers an extension of time for filing State con- 
tribution reports. 

SEC. 8. APPLICATION. 

The extension is limited to those employers who file returns on Form 
940 with district directors located in the State of New York. The 
districts in New. York are clesignated as the Manhattan, Brooklyn, 
Albany, and Buffalo districts. Pursuant to section 8802(a) of the 
Internal Revenue Code of 1954 an&1 subject. to the overall limit on total 
credits specified in section 8802(c) of the Code, taxpayers who are 
required to file retuiTIS in such districts will be allowed full credit 
against the Federal tax in respect of contributions for calendar year 
1965 which are paid on or before February 28, 1966, into the unem- 

ployment fund of any State and the Commonwealth of Puerto Rico. 
Such credit will be allowed. whether or not the taxpayer takes advan- 

tage of the extension of time for filing the Federal return. 

SEC. 4. INQUIRIES. 

Any inquiries coiicerning this Revenue Procedure should refer to 
its numbeqr and be addicssecl to the appropriate ofiice of the District 
Director of Internal Revenue. 

Rev. Proc. 66 — 20 
26 CFR 601. 8 la: Claims. 

(Also Part III — B, Section 5705; 270. 288 

275. 168. ) 
The tlate of withtlrawal of cigars and cigarettes from the k t 

he shown in claims for credit or refund as the date such prod- 
may es 



nets were received on the factory premises or voluntarily destroyed 
or reduced to tobacco at other than such premises; or in lieu of such 
dates, the claimant may certifv (under penalties of perjury) that 
the products werc so received, destroyed, or reduced, within 6 
months prior to the date the claim is filed. 

Revenue Procedure 50 — 2, C. B. 1050 — 1, 800, superseded. 

SzcTIoN 1. PvRrosz. 
The purpose of this Revenue Procedure is to provide information as 

to the date to be shown. in claims for credit of tax, Form 0685, Claim- 
A. lcohol and Tobacco Taxes, or claims for refund of tax, Form 848, 
Claim, filed under section 5705 of the Internal Revenue Code of 1954, 
on cigars and cigarettes withdrawn from the market. 

Szc. 9. BAOKGRovND. 

The period of limitation for filing claims for credit or refund of 
tax, as set forth in section 5705(c) of the Code, is 6 months after the 
date of withdrawal from the market, loss (otherwise than by theft), 
or destruction of the cigars and cigarettes to which the claim relates. 

SKC. 8. ACCEPTABLE DATES ON CLAIM. 

It will be acceptable for claimants to show on either Form 
o685 or Form 848 as the date of withdrawal from the market, the date 
that cigars and cigarettes were received on the factory premises (as 
described in the manufacturer's application for permit), or were 
voluntarily destroyed or reduced to tobacco, at a place other than such 
premises. In lieu of a listing of such specific date or dates, the 
claimant, may certify (under penalties of perjury) that the products 
covered by the claim were received on the factory premises, or volun- 
t, arily destroyed or reduced to tobacco, at a place other than such 
premises, within 6 months prior to the date that the claim is GlecL 

Szc. 4. INQvIRIES. 
Inquiries in regard to this Revenue Procedure should refer to the 

number thereof and should be addressed to the appropriate Assistant 
Regional Commissioner, Alcohol and Tobacco Tax. 

Revenue Procedure 59 — 2, C. B. 1959 — 1, 800, is hereby superseded. 

96 CFR 601. 811: Imposition of taxes; regula- 
tions. 

(Also Part III — B, Section 5798; 270. 914, 
975. 78. ) 

Rev. Proc. 66 — ~1 

The word "cigars" must appear separatelv on a package of large 
cigars from that appearing in the class designation. 

Revenue Procedure 62 — 5, C. B. 1962 — 1, 426, superseded. 

SECTION 1. PURPOsz. 

The purpose of this Revenue Procedure is to explain the requirement 
concerning the "notice" to appear on packages of large cigars and to 
furnish suggestions for compliance with the regulations. 
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SEC. 2. BACKGROUNn. 

The Internal Revenue Service has received inquiries whether thc 
appearance of the word "cigars" in the class designation on a package of liirge ci;irs would fulfill the requirements of 26 CFR 270. 214 a»d 
275. 73 or if the word "cigars" must be separately stated on the package. 
SEC. 8. REQUIREMENT OF REGULATIONS. 

Under tile return system it is necessary that packages of cigars 
and cigarettes have positive expressions of the quantity, kind, and 
class of the cigars and cigarettes contained in the packages. There- 
fore, f' or large cigars 26 CFR 270. 214 and 275. 76 specifically require 
that packages of such products shall, before removal subject to tax, 
have adequ~ately imprinted thereon, or on a label securely aKxed there- 
to, the designation "cigars" and the appropriate class designation. 

Tliis means that the appearance on the package of the word "cigars" 
in tile class designation for large cigars does not fulfill the requirement 
of 26 CFR 270. 214 or 275. 76 and th:it the word "cigars" must be 
separately and adequately stated. AVhile such descriptive words as 
"cigarillos, " "cheroots, " "blunts, " "panatelas, " etc. , may be used on 
packages of cigars, they will not be considered as a substitute for the 
word "cigars. " 
SEC. 4. SUGGESTIONS FOR COMPLIANCE. 

. 01 The Internal Revenue Service suggests to manufacturers and 
importers the following ways in which the word "cigars" may appear 
on the package. The word "cigars" may be imprmted directly on 
the package or on a label securely a8ixed to the package. For ex- 
ample, it may appear in connection with (1) a brand name, such as 
"Perfect Cigars, " (2) the quantity statement, such as "25 cigars, " or 
(6) a slogan, such as "finest quality cigars. " 

. 02 Manufacturers and importers are urged to submit packages 
to their Assistant Regional Commissioner, A. lcohol and Tobacco Tax, 
for advice where there is any doubt about compliance with the re- 
quirement of the regulations. 
SEc. 5. INQUIRIEs. 

Inquiries in regard to this Revenue Procedure should refer to its 
number and be addressed to the OSce of the appropriate Assistant 
Regional Commissioner, Alcohol and Tobacco Tax. 

Revenue Procedure 62 — 5, C. B. 1062 — 1, 426, is hereby superseded, 

Rev. Proc. 66 — 22 26 CFR 601. 811: Imposition of taxes; regula- 
tions. 

(Also Part III — B, Section 5704; 200. 198. ) 
Preparation and disposition of notice of removal by manufacturers 

of tobacco products when tax-exempt cigars and cigarettes are 
removed from the factory to replace products previously removed 
and lost, damaged, or destroyed in transit for exportation. 

Revenue Procedure 62 — 22, C. B. 1962 — 2, 486, superseded. 

SECTION 1. PURPosE, 

The p rpo o his Revenue Procedure is to outline th 

for tl p' p r. io and distribution by manufacturers of tob 
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products of Form 2149, Notice of Removal of Cigars, Cigarettes, Ciga- 
rette Papers, or Cigarette Tubes, from Factory for Export, covering 
shipments of tax-exempt cigars and cigarettes, replacing products lost, 
damaged, or destroyed in transit for exportation. 

SEC. 2. BACKGROUND. 

. 01 26 CFR 290. 198 and 290. 199 provide for the preparation and 
distribution of the several copies of Form 2149, and 26 CFR 290. 206 
provides for the filing of two copies of the form with the District 
Director of Customs at the port of exportation, for each shipment 
removed for exportation. 

. 02 Where cigars and cigarettes are lost, damaged, or destroyed in 
transit for exportation (either the total shipment or a part of the 
shipment) and the manufacturer of tobacco products makes a replace- 
ment shipment. , the two sets of Form 2149 will, in the aggregate, indi- 
cate the removal for exportation of more products than are entered 
on the export declaration and ship's manifest. Since the District 
Director of Customs certifies to only the actual quantity exported, the 
additional Form 2149 covering a replacement shipment, often creates 
confusion and additional work in his office. Therefore, the following 
procedure should be used when replacement shipments are made. 

SEC. 8. PROCEDURE. 

. 01 Preparation and Disposition of Fornu 81/P Covering Rep'iace- 
ment 8hipm cuts. — When tax-exempt cigars and cigarettes are removed 
from the factory to replace cigars and cigarettes lost, damaged, or 
destroyed in transit for exportation, Form 2149 should be prepared 
in accordance with the regulations. This Form 2149 should contain 
a statement to the efi'ect that, the cigars and cigarettes listed thereon 
were removed from the factory to replace cigars and cigarettes re- 
moved under Form 2149, serial number —, which were lost, damaged, 
or d. estroyed, as applicable. It should also contain an explanation of 
the loss, damage, or destruction. Only two copies of the form need 
be prepared, one copy to be retained by the manufacturer as a part 
of his records and one copy to be forwarded to the Assistant Regional 
Commissioner, Alcohol and Tobacco Tax. No copy should be sent 
to the District Director of Customs for the reason stated in section 
2. 02 above. 

. 02 Aoooentinrg for Lost, Damaged, or Destroyed A'gar8 and 
Cigarette8. — Manufacturers are reminded that lost, damaged, or de- 
stroyed cigars and cigarettes must be accounted for by taxpayment, 
by return to the factory, or by the filing of a claim for remission of 
the tax liability with the Assistant Regional Commissioner, Alcohol 
and Tobacco Tax. 
SEC. 4. INQUIRIES. 

Inquiries in regard to this Revenue Procedure should refer to its 
number and be addressed to the OSce of the Assistant Regional Com- 
missioner, Alcohol and Tobacco Tax. 

Revenue Procedure 62 — 22, C. B. 1962 2, 486, is hereby superseded. 
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26 CFR 601. 811: Imposition of' taxes; regula- Rev. Proc. 66-28 
tions. 

(Also Part III — B, Sections 5708, 5705, 5741 
o. 162, 270. 188, 270. 184, 270. 202, o70. o82, 

270. 288. ) 
Procedure for recording and reporting cigars and cigarettes re- 

moved subject to tax and treatment of tax determined (including taxpaid) products received into the factory. 
Revenue Procedure 68 — 13, C. B. 1968 — 1, 501, superseded. 

SEGTIoN 1. PvRposE. 
The purpose of this Revenue Procedure is to set forth the procedure 

to be followed by manufacturers of tobacco products for recording 
and reporting cigars and cigarettes removed subject to tax and the 
treatment of tax determined (including taxpaid) cigars and cigarettes 
received into the factory. 
SEC. 2. BACKGROVND. 

Recent inspections disclosed that some manufacturers of tobacco 
products were not fully reporting the quantities of cigars and ciga- 
rettes removed subject to tax because they were reducing the quantIty 
of products actually removed to the extent of tax determined products 
returned to the factory. The manufacturers based their action on 
the consideration that (1) no claim for allowance or refund of tax 
would be made on the returned products, and (2) when such products 
were again removed subject to tax, the tax would be redetermined and 
paid. However, there is no basis for this practice in the applicable 
laws and regulations. 

SEC. 8. RECORDING AND REPORTING REMOVALS SVBJECT To TAx. 

A manufacturer of tobacco products must enter in his records and 
reports the total quantity of cigars and cigarettes removed subject to 
tax, refiect such quantity in the tax return for the period in which the 
removals occurred, and pay the full amount of tax (except for au- 
thorized adjustments). In no case may the manufacturer, in his 
reports and tax returns, reduce the quantity of products actually re- 
moved subject to tax by the quantitv of tax determined products 
returned to the factory. 
SEG. 4. TREATMENT oF TAX DETERMINED PRGDvcTs REGEIVED INTG 

FACTORY. 

. 01 All tax determined (including taxpa, id) cigars and cigarettes 
(those which have not been returned to an "in bond" status) receivecl 
into the factory must, be segregated and identified as tax determined 
products and their receipt and disposition entered in the records in the 
account of taxpaid or tax determined products received. If re- 

shipped, supporting records (such as copies of invoices, bills of ladino, 

shipping tickets, etc. ) must clearly identifv the products as reshipped 
tax determined products. Lack of such identification may result in 

the assessment of. tax on the reshipped products. Tax determined 

cigars and cigarettes so handled wo~d not be included m monthly 

reports. 



. 09 If tax determined cigars and. cigarettes received into the fac- 
tory are later to be returned to an "in bond" status, such disposition 
must be recorded in the taxpaid or tax determined~ account and the 
products concurrently picked up in the "received by return to bond" 
account. Thus, when the cigars and cigarettes are picked up as re- 
ceived. by return to bond, they will be included in the monthly reports. 
When such cigars and cigarettes are then removed subject to tax, they 
will be so reported and fully covered in the tax return for the period 
in which they were removed. If the manufacturer wishes to obtain 
allowance, credit, or refund of tax which has been previously deter- 
mined or paid on the products returned to bond, he may file claim on 
Form 9685, Claim — Alcohol and Tobacco Taxes, or Form 848, Claim, 
as applicable, and follow the procedures prescribed. in 96 CFR ~970. 989, 
970. 988, 970. 811, and 970. 318 which involve notifying the Assistant 
Regional Commissioner, Alcohol and Tobacco Tax, before returning 
the products to an "in bond" status. 

SEC. 5. INQUIRIES. 

Inquiries in regard to this Revenue Procedure should. refer to its 
number and be addressed to the Ofhce of the appropriate Assistant 
Regional Commissioner, Alcohol and Tobacco Tax. 

Revenue Procedure 68 — 18, C. B. 1968 — 1, 501, is hereby superseded. 

Rev. Proc. 66 — 94 96 CFR 601. 815: Claims. 
(Also Part III — B, Section 5705; 970. 988, 

970. 811. ) 
Procedure to be followed in executing Form 9069, Schedule of 

Tobacco Products or Cigarette Papers or Tubes Withdrawn From 
the Market, to evidence cigars and cigarettes withdrawn from the 
market. 

Revenue Procedure 66 — 16, C. B. 1966 — 1, 504, superseded. 

SEUTICN 1. PURPosE. 

The purpose of this Revenue Procedure is to set forth the procedure 
to be followed by a manufacturer of tobacco products (or by his 
authorized representative) in executing Form 8069, Schedule of 
Tobacco Products or Cigarette Papers or Tubes Withdrawn From 
the Market, to evidence withdrawal of cigars and cigarettes from the 
market by the manuf acturer. 

SEC. 9. BACKGROUND. 

. 01 Damaged cigars and cigarettes were destroyed at the premises 
of a wholesale tobacco dealer under the supervision of an Alcohol and 
Tobacco Tax Inspector. The dealer prepared Form 8069 with the 
intention of transmitting the schedule to the manufacturer who would 
file claim for credit or refund of tax under section 5705 of the Internal 
Revenue Code of 1954. However, the manufacturer was not aware 
of the destruction of such products. The matter did not come to his 
attention until after the destruction of the cigars and cigarettes. 
Therefore, the manufacturer could not properly claim that he had 
withdrawn them from the market. Accordingly, a claim for credit 
or refund of tax on such products is not allowable. 
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02 One coiidition to the credit or refund of tax on domestic cigars 
aIid cigarettes under section 5705 of the Code is the withdrawal of the 
products from the market by the manufacturer who paid the tax. 
However, the law and regulations do not preclude the allowance of 
a claim where the cigars and cigarettes are destroyed or reduced to 
tobacco at a location other than the factory premises if the manu- 
facturer takes possession or acquires ownership of the cigars and 
cigarettes prior to destruction or reduction to tobacco. 

SEc. 8. SIGNATURE REQUIRED 0N FoRM 8069. 

The action of the manufacturer in withdrawing cigars and ciga- 
rettes from the market must be evidenced by the sijnature of the 
manufacturer (or by the signature of the manufacturer's authorized 
representative) on the schedule, Form 8069 (Rev. 2 — 62), at Item 12. 

SEc. 4. ExEOUTICN oF SOHEDULE FoR THE MANUFAOTURER BY HIS 
REPRESENTATIVE. 

. 01 Whenever a manufacturer withdraws cigars and cigarettes 
from the market and the schedule, Form 8069, is to be executed in his 
behalf by an employee such as a district manager, distribution man- 
ager, etc. , not otherwise authorized to sign documents filed with the 
Assistant Regional Commissioner, Alcohol and Tobacco Tax, the 
manuf acturer is responsible for timely filing Form 1584, Power o f 
Attorney, as provided for in 26 CFR 270. 68 authorizing such person 
to so act. It is the responsibility of the manufacturer to have on 
file with the Assistant Regional Commissioner, Alcohol and Tobacco 
Tax, for the region where the claim will be filed a Form 1584 prior 
to the execution of any schedule for the manufacturer by the person 
named in the power of attorney. Execution of. Form 8069 by a person 
not authorized to do so may result in the disallowance of the claim. 
After cigars and cigarettes have been disposed of and a claim for 
credit or refund filed, the determination will be made in alcohol and 
tobacco tax ofllces as to whether the person who executed Form 8069 
was duly authorized to act in behalf of the manufacturer. 

. 02 Manufacturers should fully instruct their representatives in the 
proper preparation of Form 8069, particularly regarding Items 1, 5, 
and 8 of the scheclule. 

SEc. 5. INQUIRIEs. 

Inquiries in regard to this Revenue Procedure should refer to its 
number and be addressed to the office of the appropriate Assistant 
Regional Commissioner, Alcohol a, nd Tobacco Tax. 

Revenue Procedure 68 — 16, C. B 1968 — 1& 504, is hereby superseded. 

Rev. Proc. 66 — 2o 26 CFP 601. 811: Imposition of taxes; regula- 

tions. 
(Also part, III — B, Sections 5704, 5728; 270. 212, 

270. 288. ) 
paclra es containing cigars or cigarettes produced by one manufac- 

turer an and transferred in bond, without payment of tax, to another 
&&nufacturer of such products should, in the required mark, identify 
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by name and location, or by permit number, the manufacturer who 
removes the cigars or cigarettes subject to tax. 

Revenue Procedure 64 — 6, C. B. 1964 — 1 (Part 1), 664, superseded. 

SEOTICN 1. PURPosE. 

Thc purpose of this Revenue Procedure is to furnish instructions as 
to which manufacturer's name and location, or permit number (to 
be shown in the mark as required by 26 CFR 270. 212), should appear 
on packages of cigars or cigarettes produced and packaged by one 
manufacturer and transferred in bond to aliother such manufacturer. 

SEC. 2. BACKGROUND. 

Under the provisions of section 5704(b) of the Internal Revenue 
Code of 1954 and 26 CFR 270. 263, a manufacturer of tobacco products 
may transfer cigars and cigarettes under his bond, without payment 
of tax, to the factory of any manufacturer of tobacco products. 7j lien 
so transferred, the cigars and cigarettes are exempt from the pack- 
aging requireiilents of 26 CFR 270. 211. However, the regulations con- 
tempLate that the cigars or cigarettes may be shipped in bulk or in 
packages, as desired. AVhen the cigars or cigarettes are transferred 
in packages, the question has been raised. as to which manufacturer the 
mark on the package should identify. 

SEC. 6. IDENTIFICATION OF MANUFACTURER I iAREE FOR TAx. 

Packages containing cigars or cigarettes produced by one manu- 
facturer and transferred in bond, without payment of tax, to another 
manufacturer of such products should, in the mark required by the 
regulations, identify by name and location (by city and. State), or 
by permit number, the maliufacturer who will remove the cigars and 
cigarettes subject to tax. He becomes liable for the tax on such prod- 
ucts upon their receipt and will usually be the proper claimant in 
respect to credit, , refund, or allowance provided by law. 
SEC. 4. INQUIRIES. 

Inquiries regarding this Revenue Procedure should refer to its num- 
ber and be addressed to the appropriate A. ssistant Regional Commis- 
sioner, Alcohol and Tobacco Tax. 

Revenue Procedure 64 — 6, C. B. 1964 — 1 (Part 1), 664-, is hereby 
superseded. 

(Also Part I, Section 6041; 26 CFR 1. 6041 — 1. ) Rev. Proc. 66 — 26 ' 

Revenue Ruling 63 — 271, C. B. 1966 — 2, 597, provides that a bank 
acting as a collection agent for the collection of interest on evidences 
of indebtedness must file information returns for payments of interest 
of $600 or more which it collects and pays over to the actual owner. 

Representatives of banking institutions have explained that their 
banks have encountered problems in perfecting procedures to furnish 
the required information returns, Forms 1099, U. S. Information Re- 
turn for Calendar Year, and 1096~, U. S. Annual Information Return. 
As announced in Technical Information Release 804, those problems 
mays on a case-by-case basis, constitute reasonable cause for failure 

' Based on Technical Information Release 804, dated Mar. 0, 1000. 
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to file the information returns for 1065 and to furnish identifying 
numbers on such returns. 

Therefore, penalties for failure to file intormation returns for 1965 
or to show payees' identifying numbers thereon will not be applied 
with respect to banks which submitted statements in writing, on or 
before March 81, 1966, to the District, Director of Internal Revenue 
showing that their failure to comply v as due to procedures or prob- 
lems which they could not solve. 

Similar procedures were established with respect to information 
returns for 1068 and 1064-, as announced in Technical Information 
Releases 569, 701, and 704. 

26 CFR 601. 202: Closing agreements. 
(Also Part I, Section 7121; 801. 7121 — 1. ) 

Revenue Procedure 64 — 24, CB. 1964 — 1 (Part 1), 698, provides, in 
part, that any taxpayer w'ho opened a deposit or account in certain 
financial institutions prior to November 15, 1962, will be allowed to 
enter into a closing agreement, as authorized under section 7121 of the 
Internal Revenue Code of 1054, if he agrees that the full amount of 
earnings on the deposit or account shall constitute gross income in the 
year the plan matures, is assigned, or is terminated, whichever occurs 
first, in accordance with prior rulings of the Service. 

Revenue Procedure 64 — 24 is supplemented to the following extent: 
Glosing agreements shall be entered into only with those taxpayers 

who have not reported such earnings currently, and closing agree- 
ments shall not be entered into with those taxpayers reporting earn- 
ings currently in accordance with sections 1. 61 — I and 1. 451 — 2 of the 
Income Tax Regulations. 

Rev. Proc. 66 — 28' 26 CFR 145. 2 — 5: Credit or refund of floor 
stocks of automobile parts and accessories. 

Under section 209(b) of the Excise Tax Reduction Act of 1965, 
credit or refund may be claimed by a manufacturer with respect to 
automobile parts and accessories held by a dealer as floor stocks 
provided a request is submitted by the dealer to the claimant on or 
before tune 60, 1966. For purposes of this request, it is acceptable 
for a dealer who does not have an "employer identification number" 
to use his "account number, " which is the same as his social 
security number. 

SEGTIGN 1. PURrosE. 
The purpose of this Revenue Procedure is to provide an alternative 

identifying number which may be used by dealers in submitting re- 

quests to manufacturers in respect of credit, or refund of tax under 
section 200(b) of the Excise Tax Reduction Act of 1065, Public Law 
89-44, C. B. 1965 — 2, 568, on Qoor stocks of automobile parts and 
accessories held by dealers. 

SEc. 2. BAGKGRoUND. 

01 7gdr. — Vnder section 200(b) of the Act fioor stocks refunds 

cf tcs pasiti on certain stuictes, including automobile parts ~ nd acces- 

2 I;I I I, t' 21 592, I. t 161 . 29. 1961. 
relenabetl as Teeltnloal Information Release Sal, dated %lay 61, 1966. a Also re eab 
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sories, are available to the manufacturer, producer, or importer who 
sold the article, provided specific conditions relating to filing claims, 
dealer requests for payment and dealer reimbursement are met. In 
the case of automobile parts and accessories, the article must be held by 
a dealer on January 1, 1966, not used, and intended for sale by him. 
On or before June 30, 1966, a dealer must submit to a manufacturer a 
request with respect to a credit or refund allowable under section 
209(b) of the Act for tax paid by such manufacturer on automobile 
parts and accessories held for sale by the dealer on January 1, 1966, as 
fioor stocks. 

. 09 Eegulution8. — Paragraph (d) (3) (iv) of section 145. 9 — 5 of the 
temporary regulations in connection with the Excise Tax Reduction 
Act of 1965, Treasury Decision 6857, C. B. 1965 — 2, 987, provides that 
the dealer's request to the manufacturer must contain the dealer's 
employer identification number. 

. 03 Inability to furni8h, ereployer identi~gtiom number. — It has 
been brought to the attention of the Internal Revenue Service that a 
number of dealers, who have no employees and are not required to file 
Form 790, Quarterly Federal Excise Tax Return, have not previously 
obtained employer identiifiication numbers and need authority to use 
alternative identifying numbers. 

SEc. 3. CONGLvsION. 

In those cases where a dealer is not otherwise required by law or 
regulations to have an employer identification number, for purposes 
of. section 145. 9 — 5(d) (3) (iv) of the temporary regulations, the re- 
quirement that a dealer furnish his "employer identification number" 
in connection with his request for fioor stocks credit or refund on 
automobile parts or accessories will be treated as having been met if 
the dealer furnishes his "account number, " which is the same as his 
social security number. 

(Also Part I, Sections 6109, 7701; 96 CFR 
1. 6109 — 1, 301. 7701 — 11. ) 

Section 6109 of the Internal Revenue Code of 1954 requires the use of 
identifying numbers on Federal tax returns, statements, and related 
documents. Under the provisions of section 1. 6109 — 1 of the Income 
Tax Regulations and section 301. 7701 — 11 of the Regulations on Pro- 
cedure and Administration, the identifying number (account number) 
of an individual is that individual's social security account number. 

Ordinarily, each individual must have his or her own account nurn- 
ber. However, the Internal Revenue Service will accept for this pur- 
pose the "benefit numbers" of any persons who were drawing 
social security benefits as widows age 69 or over before January 1, 
1963, if they have no numbers of their own. The benefit number is 
the social security number of the deceased husband. All other widows 
should obtain their own account numbers. 



ANNOUNCEMENT OF TEIK DISBARiPIENT AND SUSPFN SION OF ATTORNEYS AND AGENTS FPOM PRACTICE BEFORE THE INTERLEAF REVENUE SERVICE 
Under Section 261, Title 5 of the United States Code, the Secretary 

of the Treasury, after due notice and opportunity for hearing, is 
authorized to suspend or rlisbar from practice before the Internal 
Revenue Service any enrolled person who has violatecl the rules and 
regulations governing the recognition of;ittorneys or agents to prac- 
tice before the Internal Revenue Service. 

Enrolled persons are prohibited in any Internal Revenue Service 
matter from directly or indirectly employing, accepting assistance 
from, being employed by, or sharing fees with, any person disbarred 
or under suspension from practice before the Internal Revenue Service. 

The Director of Practice announces in the Internal Revenue Bul- 
letin the names and addresses of persons who have been disbarred or 
suspended from such practice, their designation as attorney or agent, 
and the date of disbarment or~ period of suspension. 

After due notice and hearing before a Hearing Examiner, the Sec- 
retary, on appeal of the initial decision of the Examiner, has alarmed 
the Examiner's decision that the following person be disbarred from 
practice before the Internal Revenue Service. 

Name Address Designation Date of disbarment 

Meyer B. Paperrnaster Milwaukee, Wis Attorney Jan. 12, 1966 

(657) 
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ADMINISTRATIVE: 
Account numbers (See: Identifying numbers) 
Accounting methods: 

Changes: 
Depreciating returnable bottles 
4 eri6cation $ 601. 204 

Accounting period: 
Approval of change 

an~e: 
Form 1128 employees' trust 
Tax-exempt organizations 
Verification, f 601. 204 

Small business corporation 
Administration: 

Settlement authority protested and Tax Court cases 
Special Enrollment Examination transfer of functions 

Administrators and executors, personal liability for decedent's unpaid tax 
Appeals: 

Disputed liability, f $ 601. 103(c) (1), 601. 106(a) (3) 
Overpayment exceeding $100, 000, $ 601. 108(a) 
30-day letters and protests, $ 601. 105(d) (2) (i) 

Attorneys and agents, enrollment to practice, transfer of functions 
Bankruptcy and receiverships, trustee, validity of unrecorded tax lien 
Claims (See also: Credits and refunds) 

Excise taxes, credits and refunds, gasoline and lubricating oil 
Timeliness, limitation on refund 
Tort, Revenue Service employees, settlement authority 

Closing agreements: 
Review and approval, Assistant Commissioner (Compliance), 

f 601. 202(c) 
Tax liability, accumulated interest on certain deposits or accounts 

Collections: 
Excise taxes, return method, $ 601. 402(a) 
Notice and demand, $ 601. 104(c) (1) 

Computations on returns (See: Tax: Computations) 
Conferences (See: Appeals) 
Consolidated returns (See: INcoME TAx: Consolidated returns) 
Court decisions (See: CouRv DEcrsroxs) 
Credits and refunds: 

Electing small business corporation, distribution after close of taxable 
year 

Excise taxes: 
Gasoline and lubricating oiL 
Gasoline and lubricating oil, $ 601. 402(c) (3) 

Limitations, timeliness of claim 
Overpayments exceeding $100, 000, $ 601. 108 
Settlement authority, $ 601. 105(c) (5) 

Declarations (See: Estimated tax) 
Delegation of authority: 

Appellate Division, Director of International Operations, $ 601. 103(c) 
(1) 

Closing agreements, review and approval, Assistant Commissioner 
(Compliance), $ 601. 202(c) 

Consultation with Finance Ministry of Sweden 
Director of International Operations, $ 601. 101(a) 
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ADMINISTRATIVE — Continued 
Delegation of Authority — Continued 

District Directors, notice of revocation or reestablishment of exempt 
status 59 

Inspection of returns: 
District and Service Center Directors, Directors of International 

Operations and Collection Divisions 587, 59 
Issuance, revocation, or modification of rulings, ) 601. 201 
Settlements: 

Protested and Tax Court cases 
$ 601. 105(c) (5) 

Tort claims, Revenue Service employees' claims 
Depreciation, guidelines and rules, marine contract construction assets 
Elections: 

Acquiring corporation; foreign expropriation loss carryover 
Installment payment of tax, foreign expropriation loss recovery 
Involuntary conversion, exchange to efi'ectuate policies of FCC 
Land clearing expenditures, partners and partnership 
Real property reacquired, recognition of gain or loss 
Small business corporations: 

Adoption of accounting period 
Distribution after close of taxable year, special option 
Shareholder consents, guardian of minor 

Unincorporated business enterprises, repeal of section 1361 
Employer identification number (See: Identifying numbers) 
Enrollment (See: Attorneys and agents) 
Estimated tax: 

Computations, foreign life insurance companies, percentage for 1966 
Corporations, acceleration of payments 
Individuals: 

Expected liability more than $40, $ 601. 104(c) (3) 
Self-employed, FICA tax 

Extension of time: 
Election, installment payment of tax, foreign expropriation loss 

recovery 
Employment taxes, filing 1965 Form 940, N. Y. districts 
Reporting requirements, stock options, Forms 3921, 3922 and 4067 
Waiver of restrictions on assessment of deficiency, efFect on suspension 

of limitation period 
Fiduciaries, personal liability for decedent's unpaid tax 
Forms (See: Returns) 
Government depositary employment taxes $ 31. 6302(c) — 1 
Identifying numbers: 

Excise taxes, dealers, floor stocks, automobile parts and accessories, 
credits and refunds 

Widows, social security "benefit numbers" 
Inspection of returns or records (See: Returns: Inspection) 
Installment payments, estate tax, change in business form 
Interest: 

Deficiencies, tax attributable to foreign expropriation loss recovery 
Tax (See: Interest: Deficiencies) 

Joint Committee on Internal Revenue Taxation, review of overpayments 
exceeding $100, 000, f 601. 108 

Levy, property, undelivered mail, ) 301. 6334 — 1 
Liens: 

Notice, place for filing, Massachusetts 
Unrecorded tax lien, validity against trustee in bankruptcy 
Validity, motor vehicles, $ 601. 104(c) (3) 

Limitation period: 
Suspension, filing of waiver of restrictions on assessment of deficiency 
Timeliness of claim, limitation refund 

Notice: 
Liens, place for filing, Massachusetts 
Revocation or reestablishment of exemption, delegation of authority 59 

Offers in compromise, acceptance, rejection, amount limitation, $ 601. 203 
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ADMINISTRATIVE — Continued Page 
Officers and employees, Revenue Service, claims, in-service property 

Overpayments (See: Credits and refunds) 
Penalties: 

Banks, failure to file information returns 
Failure to file Form 941, Employer's Quarterly Federal Tax Return 
False information, withholding allowances, itemized deductions 
Fraud, estate tax deficiency under 1939 Code 

Period of limitation (See: Limitation period) 
Practice before the Service (See: Attorneys and agents) 
Publicity of returns and information: 

General rules 
State governments 

Records, excise taxes, foreign insurance policies, f 145. 5 — 1 
Refunds (See: Credits and refunds; aLso: Claims) 
Regulations: 

26 CFR 1. 6091 — 3, 31. 6011(a) — 1, 31. 6151-1, 31. 6302(c) — 1, 301. 6311 — 1, 
301. 6316 — 1, 301. 6316 — 2, 301. 6316 — 4, 301. 6316 — 5, 301. 6316 — 6, amended; 
301. 6316 — 7, 301. 6316 — 8, deleted; 301. 6316 — 7 through 301. 6316 — 9, 
added; payment of income and employment taxes in nonconvertible 
foreign currency 

26 CFR 301. 6334, 301. 6334 — 1, amended; property exempt from levy, 
undelivered mail 287 

26 CFR 601. 101 — 601. 702 and intermediate sections, amended; 
601. 106(d) (2) (iii), 601. 204(c), added; statement of procedural rules 557 

Returns: 
Consolidated (See: INcoME Tax: Consolidated returns) 
Employment taxes: 

Extension of time for filing 1965 Form 940, N. Y. districts 
Form 941, failure to file, penalty 
Information, returns, use of magnetic tape, $ 31. 6011(a) — 7 
Railroad retirement, services rendered before October 1, 1965 

Estate tax, false or fraudulent, penalty 
Examination: 

Excise taxes, use tax, packer-type refuse collection trucks 
Field audit, f $ 601. 105(c) (2), 601. 105(d) (2) 
International enforcement program, II 601. 105(b) (1) 
Office audit, )ci 601. 105(b) (2) and (4), 601. 105(c) (1), 601. 105(d) 

(2) 557 
Excise taxes, foreign insurance policies, $ 145. 5 — 1 593 
Failure to file, Form 941, Employer's Quarterly Federal Tax Return, 

penalty 244 
Forms: 

CT — 1, CT — 2, tax computations, railroad retirement 
720, excise taxes, foreign insurance policies, $ 145. 5 — 1 
940, extension of time for 1965 filing, N. Y. districts 
1087, dividends and interest, nominees, $f 1. 6042 — 2, 1. 6049 — 1 
1087, Nominee's Information Return, reproduction 
1099, dividends paid, $ 1. 6042 — 2 
1099, U. S. Information Return, reproduction 
1128, application to change accounting period, exempt orga- 

nizations 626 
1128, change in accounting period, employees' trust 93 
3921, 3922, and 4067, reporting requirements, stock options 

Information: 
Banks, failure to file 
Dividends, patronage drvidends, and mterest pard, statement to 

payees $ ji 1. 6042 — 4 1. 6044 — 5 1. 6049 — 3 
Reporting requirements, stock options, Forms 3921, 3922, and 

4067 265 
Returns, use of magnetic tape, $$ 1. 9101 — 1, 31. 6011(a) — 7 294 
Use of magnetic tape, $) 1. 9101 — 1, 31. 6011(a) — 7 294 

Inspection: 
Delegated authority, District and Service Center Directors, Direc- 

tors of International Operations and Collection Divisions 537, 591, 592 
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ADMINISTRATIVE — Continued 
Returns — Continued 
Inspection — Continued Page 

General rules 601 
Public, tax-exempt organization and certain trusts, $ 601. 702(a) 

(7)- 557 
State governments 607 

Reproduction: 
Forms: 

1087, Nominee's Information Return 
1099, U. S. Information Return 

Time for filing, Forms 1087, 1096, 1099, dividends and interest paid, 
f) 1. 604&2, 1. 6044-2, 1. 6049-1 266 

Rulings: 
Issuance, revocation, or modification, f 601. 201 557 
National Office, $$ 601. 105(b) (5) (vi) (b), 601. 201 (a) and (f) 557 
Revocation or reestablishment of exemption, delegation of authority 592, 593 

Statute of limitations (See: Limitation period) 
Tax: 

Additions to (See: Interest: Deficiencies) 
Collections (See: Collections) 
Computations: 

Foreign life insurance companies, percentage for 1965 
Railroad retirement, services rendered before October 1, 1965 
Tax attributable to foreign expropriation loss recovery 

Credits, Australian convention, transfer of securities, gift tax 
Liability: 

Administrators and executors, personal liability for decedent's 
unpaid tax 291 

Employment taxes, concessionaire in department store 234 
Small business corporation, capital gains 419 

Payments: 
Employment taxes, deposit in Government depositary, ) 31. 6302 

(c) — 1 
Estate tax, installment payments, change in business form 
Excise taxes, foreign insurance policies, $ 145. 5 — 1 
FICA, nonconvertible foreign currency, $ 301. 6816-7 
FI CA, self-employed individuals 
Installment attributable to foreign expropriation loss recovery 
Nonconvertible foreign currency, $$ 801. 6316 — 1, 801. 6316 — 5 

Tax Court of the United States: 
Docket eases, settlement procedures, $f 601. 106(d) (2), 601. 106(f) (5) 557 
Retirement pay of judges 376 
Settlements, delegation of authority 588 

Tort Claims Act, settlement authority 588 
Trusts: 

Related or subordinate party, corporation director 164 
Waivers (See: Extension of time) 
Withholding, graduated rate, allowances for itemized deductions, penalty 

for false information 

ALCOHOL TAX: 
Alcohol, Formula No. 40, substitute denaturants 316 
Beer: 

Magnetic Meter Monitoring System SE ¹5264 
Meters approved 

Bonded wine cellars: 
Amelioration and sweetening of wine 
Records, natural wine, f 240. 914b 

Bonds, sum, deferred payment of taxes, distilled spirits plants, $f 170. 54, 
170. 55 802 

Breweries: 
Magnetic Meter Monitoring System SE ¹5264 621 
Meters approved 628 



ALCOHOL TAX — Continued 
Customs, strip stamps, exportation of imported spirits, f$ 251. 72, 251. 91 
Denaturants, substitute Formula No. 40 
Distilled spirits: 

Exportation of imported spirits, strip stamps $$ 251. 72, 251. 91 
Imported, final accounting for strip stamps ( 251. 65a 
Undenatured, samples for testing 

Distilled spirits plants deferred payment of taxes, $f 170. 41 — 170. 63 
Equipment and supplies: 

Magnetic Meter Monitoring System SE ¹5264 
Meters approved 

Forms: 
52A, 52B, and 838, modification, $ 251. 135 
1444, imported distilled spirits, withdrawals, $ 251. 184 
4077, deferred payment of distilled spirits tax, $) 170. 46, 170. 49, 

170. 50& 170. 51 
Formulas: 

40, specially denatured alcohol, substitute denaturants 
Sugar, correction of natural deficiencies, $f 240. 978a, 204. 978b, 

240. 978c 
Government use, imported distilled spirits, Form 1444, f 251. 184 
Importers, final accounting for strip stamps, time extension, $ 251. 65a 
Interest: 

Overpayments, distilled spirits tax 
Underpayments, distilled spirits tax 

Materials: 
Acetic acid, wine treatment 
Liquid sugar or pure dry sugar, wine production 
PVPP, wine treatment 
Substitute denaturants, specially denatured alcohol Formula No. 40 
Sugar, total solids content, wine production, f$ 240. 40, 240. 463 
Water, wine treatment 

OfFers in compromise, procedure, $ 601. 327 
Records: 

Bonded wine cellars: 
Amelioration and sweetening of wine 
Natural wine, $f 240. 914a, 240. 915 

Distilled spirits plants, deferred payment of taxes, ) 170. 62 
Importers, maintenance of files, $ 251. 186 

Regulations: 
26 CFR 170. 41 through 170. 68, added; filin of returns and deferred 

payment of taxes on distilled spirits and on rectified products and 
wines 

26 CFR 240. 18, 240. 978 and intermediate sections, amended; 240. 40c, 
240. 914a, 240. 914b, 240. 978a through 240. 978c, added; 240. 30, 
240. 36, 240. 42, 240. 369 through 240. 378, 240. 410, 240. 906, 240. 907, 
revoked; amelioration and sweetening, sugar, total solids content 

26 CFR 251. 65a& 251. 72& 251. 78, 251. 91, 251. 185, 251. 136, 251. 184, 
amended; regulatory procedures relating to importation of distilled 
spirits 

Returns, Form 4077, deferred payment of distilled spirits tax, $f 170. 46, 
170. 49, 170. 50, 170. 51 

Rulings, requests for rulings, $ 601. 328(a) 
Samples, distilled spirits, undenatured 
Stamps: 

Strip: 
Exportation of imported distilled spirits, $f 251. 72, 251. 91 
Final accounting, extension of time, $ 251. 65a 

Taxes, deferred payment, distilled spirits plants, $$ 170. 45, 170. 46, 170. 49 
Wine: 

Amelioration and sweetening 
Sugar, total solids content, f$ 240. 13, 240. 366 

Treatment: 
Acetic acid 
Final sweetening 
PVPP 
Use of water 

Wineries (See: Bonded wine cellars) 
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COURT DECISIONS: 
Malat, William, et uz. v. Robert A. Riddel/, District Director af Internal 

Reeenue- 
Speers, Ray F. ; United States v 
Tellier, Walter F. , et uz. ; Commissioner v 

EMPLOYMENT TAXES: 
Contributions to States, returns filed in New York, year 1965 
Employee, alien trainee, domestic corporation in United States 
Employer, concessionaire in department store, commissions to sales clerks 

of store 
Employer-employee: 

Engineers, alien trainee, domestic corporation in United States 
Employment, truck drivers, Canadian residents 
Extension of time (See: ADMrNrsvnzs'rvxu Extension of time) 
Forms (See: ADMINIsTRATIvE: Returns) 
Penalties (See: ADMrNrsrn~rrvx: Penalties) 
Railroad retirement: 

Tax, computations, services rendered before October 1, 1965 
Regulations: 

26 CFR 31. 8121(a)(5), 81. 8121(a)(5) — 1, 31. 6205, amended; wages, 
annuity or bond-purchase plans payments 

26 CFR 81. 3402(g) — 1, amended; percentage rate, withholding from 
supplemental wages 

26 CFR 81. 6011(a) — 7, amended; submission of certain information'on 
magnetic tape 

26 CFR 31. 6302(c) — 1, amended; deposit of social security taxes and 
withheld income tax 

Returns (See: ADMrNrsrnzvrvxu Returns) 
Tax (See: ADMINISTRATIVE: Tax) 
Wages: 

Commissions to sales clerks of department store, concessionaire. 
Definition, annuity and bond-purchase plans payments, II 81. 3121(a) 

(5)-1 
Reimbursed expenses, employment agency fees 
Supplemental, percentage rate of withholding, II 31. 8401(g) — 1 
Tips, "accounted for", FUTA 
Tips, service charge required by private club 
Treatment and reporting of tips 
Withholding: 

Alien trainee, domestic corporation in United States 
Canadian residents, truck drivers 

Withholding: 
Allowances, itemized deductions 
Method: 

Percentage rate, supplemental wager, $ 31. 3402(g) — 1 
Percentage tables 

Payroll period, graduated rate, wage bracket tables 
ESTATE TAX: 
Administration expenses, community property state Texas 
Administrators (See: Fiduciaries) 
Citizens or residents, gross estate, date of death, time zone of domicile 
Credit against tax: 

Prior transfers, beneficial interest in property, general power of ap- 
pointment 

Deductions: 
Expenses, attorney's fees, ad valorem taxes, funeral, community prop- 

erty state, Texas 
Funeral expenses (See: Funeral expenses) 
Marital (See: Marital deduction) 
Taxes, ad valorem, community property state Texas 

Deficiencies (See: ADMrNrsrnxvrvE: Deficiencies) 
Domicile, gross estate, date of death time zone of domicile 
Dower (See: Marital deduction) 
Expenses (See: Administration expenses; also: Deductions; afeo: Fu- 

neral expenses) 
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ESTATE TAX — Continued Page 
Fiduciaries, administrative powers, limitations of State law, marital de- 

duction 223 
Funeral expenses, community property state Texas -- — 219 
Gross estate (See also: Valuation): 

Exclusion, lapsed power of appointment 
Husband and wife, tenants by the entirety simultaneous deaths 
Partnership earnings 
Servicemen, value of annuity 
Trar sfer with retained life estate, Swiss inheritance law 
Valuation, date of death, time zone of domicile 

Husband and wife (See: Joint estates; also Marital deduction) 
Interests in property (See: Property) 
Joint estates (See also: Marital deduction): 

Husband and wife, simultaneous deaths, marital deduction 221 
Jointly owned property. (See: Joint estates) 
Life estates, retained interest, Swiss inheritance law 216 
Marital deduction: 

Bequests to surviving spouse: 
Joint estates, simultaneous deaths 221 
Transfer in trust, administrative powers, limitations of State law. 223 

Curtesy or dower, settlement payment, compromise for dower interest. 225 
Partnership interests, gross estate valuation 214 
Payment of tax (See ADMINIsTRATIvE: Tax) 
Penalties (See: ADMINIsTRATIvE: Penalties) 
Powers of appointment: 

Created after 10/21/42, trust income, power unexercised 217 
General power, beneficial interest in property, credit for tax on prior 

transfers 212 
Prior transfers (See: Credits against tax) 
Property: 

Jointly held (See: Joint estates) 
Miscellany, interest in property, right to partnership earnings 214 
Previously taxed (See: Credits against tax) 
Valuation (See: Valuation) 

Residence (See: Domicile) 
Residents (See: Citizens or residents) 
Returns (See: ADMINIsTRATIvE: Returns) 
Tax (See: ADMINISTRATIVE: Tax). 
Tenancy by the entirety (See: Joint estates) 
Transfers: 

Retained interests, life estate, Swiss inheritance law 216 
Trusts, administrative powers, marital deduction 223 

Trusts (See: Powers of appointment; also: Transfers) 
Valuation, property, right to partnership earnings 
EXCISE TAXES: 
Claims (See: ADMINIsTRATIvE: Credits and refunds) 
Communications (See: Facilities and services) 
Credits (See: ADMINIsTRATIvE: Credits and refunds) 
Facilities and services: 

Communications: 
Telephone and teletypewriter services: 

Nonprofit hospitals 379 
Postponement of tax rate reduction 379 

Exemptions, transportation of persons by air, MATS carriers 
Transportation — Persons, MATS carriers, exemption from tax 

General, taxes collected by return, j5 601. 402(a) 
Identifying numbers (See: ADMINIsTRATIvE: Identifying numbers) 
Interest equalization: 

Less developed country corporation; 
Bank deposits 
Rulings issued 

Manufacturers: 
Automobiles, etc. : 

Chassis and bodies: 
"Slide-in cabins, " "pickup coaches" 252 
Truck, high pressure pumping equipment 250 
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EXCISE TAXES — Continued 
Manufacturers — Continued 

Automobiles, etc. — Continued 
General: 

Floor stocks refunds 
Imported automobiles, tax base 
Postponement of tax rate reduction 
Sales price, advertising charges 

Parts and accessories: 
Electric signs for advertising 
Floor stocks, credits and refunds, desler's, identifying num- 

ber 
Lifting jacks 
"Slide-in cabins, " "pickup coaches" 

Gasoline: 
Claims for refund or credit for tax 
Immobilized vehicles, $ 48. 6421(a) — 1 

Lubricating oil, claims for refund or credit for tax 
Sporting goods, fishing lures, knockdown kits 

Records (See: ADMINIBTRATIvE: Records) 
Refunds (See: ADMINIsTRATIvE: Credits and refunds) 
Regulations: 

26 CFR 48. 4041 — 6, 48. 4041 — 7, 48. 6421(a) — 1, amended; diesel fuel, 
special motor fuels and gasoline used in certain immoblized vehicles 

26 CFR 145. 5 — 1, tax on policies issued by foreign insurers 
Retailers: 

Fuels, immobilized vehicles, $$ 48. 4041 — 6, 48. 4041 — 7 
Returns (See: ADMINIsTRATIvE: Returns) 
Stamp (documentary): 

Bonds, etc. , transfers, effect of tax repeal 
Certificates of indebtedness (See: Bonds, etc. ) 
Conveyances, carved-out production payment, oil, gas, and mineral 

property 
Exemptions, organization wholly owned by foreign government 
Foreign insurance policies, return in lieu of stamps, f 145. 5 — 1 
Stocks, etc. , transfers, effect of tax repeal 

Tax (See: ADMINISTRATIVE: Tax) 
Transportation — Persons (See: Facilities and services) 
Use tax, packer-type refuse collection trucks 
FIREARMS TAX: 
Offers in compromise, procedure, ft 601. 327 
Rulings, request for rulings, ) 601, 328(a) 
GIFT TAX: 
Annuities, servicemen's election of survivor benefits 
Citizens or residents, Australian convention, transfer of securities 
Entireties (See: Husband and wife) 
Gifts: 

Australian convention, transfer of securities 
Commissions waived by executor of estate 
Servicemen, election of survivor annuity 
Transfer between spouses of stock in New York cooperative apartment 

Husband and wife, transfer between spouses of stock in New York coop- 
erative apartment 

Marital transfers (See: Husband and wife) 
Property, transfer between spouses of stock in New York cooperative 

a artment p 
Residents (See: Citizens or residents) 
Returns (See ADMINIsTRATIvE: Returns) 
Securities (See: Stocks, bonds, etc. ) 
Stocks, bonds, etc. , Australian convention, transfer of securities 
Tax (See ADMINISTRATIVE: Tax) 
Tax conventions (See: Tax CoNvENTIoNs) 
Taxable gifts (See: Gifts; aLso: Transfers) 
Tenancy by the entirety (See: Husband and wife) 
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GIFT TAX — Continued 
Transfers: 

Australian convention, transfer of securities 
Between spouses stock in New York cooperative apartment 

INCOME TAX: 
Accounting methods: 

Change, depreciating returnable bottles 
Installment, deferred payment contract, unstated interest, $ 1. 453 — 1 

Accounting period: 
Approval of change 
Change: 

Form 1128, employees' trust 
Tax-exempt organizations 

Small business corporation 
Adjusted basis (See: Basis) 
Affiliation (See also: Consolidated returns): 

Terminated, net operating loss deduction, separate return year 
Aliens (See: Nonresidents) 
Allocation of income and deductions, German convention, supplementary, 

Art. 3 
Allowances, parsonages, rental value, executive employees 
Amortization, upland cotton acreage allotment 
Annuities: 

Cost basis, "interest" on redeposits, civil service retirement fund 
Taxability: 

German convention, supplementary, Art. 10 
Retired serviceman's family protection plan 

Armed Forces: 
Retirement pay, reduction election of survivor annuity 
Subsistence, advanced ROTC students 

Automobiles, business expense deduction, self-employed individual or 
employee 

Bad debts: 
Banks, method for computing additions to reserves, guidelines 
Reserves, building and loan association, capital stock account 

Bankruptcy and receiverships, trustee, validity of unrecorded tax lien. 
Banks: 

Bad debts, additions to reserves, revised method for computation, 
guidelines. 

Information returns, failure to file 
Basis: 

Adjusted, stock redemption, intercompany transaction 
Computation, partner's interest 
Depreciable assets, controlled foreign corporation 
Property, redemption of stock 
Stock, liquidated corporation continued as partnership, goodwill 
Stock and property, "section 1361 corporation, " transfer of assets to 

actual corporation 
Upland cotton acreage allotment, allocation of cost 

Beneficiaries: 
Employees' trust: 

Custodial account using "confirmation procedure" of stock purchase 
Funded by two employers, employment terminated with one employer 

Benefits under plans: 
Money-purchase pension plans, "incidental" life insurance 
Professional service organization, treatment of distributions 

Bonds: 
Discounts, reflection in earnings and profits 
Premiums, reflection in earnings and profits 

Building and loan associations: 
Bad debt reserves, capital stock account 
Premium prepayments, FSLIC insurance 

Business expenses: 
Capitalized (See: Capital expenditures) 
Deductible (See: Deductions) 
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INCOME TAX — Continued 
Capital assets: 

Definition: 
Property for development or sale, intended use, "primarily" 

defined 
Upland cotton acreage allotment 

Holding period: 
Debentures 
Determination 

Capital expenditures: 
Cost of clearing right-of-way, quarry property 
Dredging costs of harbor, depreciation 
Planting and cultivation of Christmas trees 

Capital gains and losses: 
Business property: 

Development or sale, intended use, "primarily" defined 
Upland cotton acreage allotment 

Corporations: 
Sale-leaseback with exempt organization 
Small business, tax at corporate level 

Estates and trusts, income for benefit of grantor, capital gains 
Individuals, employees' trust, funded by two employers, employment 

terminated with one employer 
Nonresidents, German convention, supplementary, Art. 8 
Timber, coal, and iron ore, computation, holding period, timber 

Carrybacks and carryovers (See also: Net operating loss): 
Foreign expropriation loss, election, acquiring corporation 
Net operating loss: 

Affiliation terminated 
Limitations, affiliated groups, $ 1. 1502 — 31 

Casualty (See: Losses: Casualty or theft) 
Charitable contributions (See: Contributions (deductibility)) 
Closing agreements (See: Anjzrzusvaxvxvz: Closing agreements) 
Commissions, waived by executor of estate 
Compensation received: 

Salaries, fees, etc. : 
Commissions waived by executor of estate 
Fee waived by state inheritance tax appraiser 
German convention, supplementary, Art. 9 
Social service interns 

Consolidated returns: 
Affiliation terminated, net operating loss deduction, separate return 

year 
Intercompany transaction, stock redemption 
Net operating loss carryovers, limitations, $ 1. 1502 — 31 

Constructive receipt of income: 
Increment in value, growth savings certificates 
Interest, nonnegotiable savings certificates 

Contracts: 
Deferred payment sale interest $$ 1. 483 — 1 1. 483 — 2 
Franchise, automatic renewal, depreciation 

Contributions (deductibility): 
Corporations, indirect contributions to political parties or candidates 
Individuals: 

Domestic charity, funds solicited for foreign charity 
Indirect contributions to political parties or candidates 
Out-of-pocket expenses in aiding hurricane evacuees 
"Publicly supported" organization, additional ten percent deduc- 

tion 
Limitation, additional ten percent deduction, "publicly supported" 

or anization 
Trusts, employees', payments by corporation during extended period 

for filin return g 
Trusts, self-employed plans, "earned income", interest from invest- 

ment of ca ital P 
Controlled corporations (See: Corporations: Controlled) 
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INCOME TAX — Continued 
Cooperatives (See also: Dividends: Patronage): 

Farmer' s: 
Distribution requirement 
Exemption, care and harvesting of patrons' crops 

Subchapter T, financing corporation 
Withholding, patronage dividends, nonresident aliens 

Corporations: 
Controlled, transfers, gain to transferors 
Foreign (See: Foreign corporations) 
General: 

Bond premiums and discounts, reflection in earnings and profits 
Dividends received deduction, corporate grantor, revocable trust 
Estimated tax, acceleration of payment 
Intercompany stock redemption, consolidated taxable income 
Redemption of stock, basis of property 
"Section 1361 corporation, " transfer of assets to actual corpora- 

tion 
Liquidation (See: Liquidations) 
Small business (See: Small business corporations) 

Courts decisions (See: CoURT DEcIsIQNs) 
Credits (See: ADMINIsTRATIvE: Credits and refunds) 
Credits against tax (See also; Investment credit): 

Excise taxes, gasoline and lubricating oil 
Gasoline and lubricating oil tax refunds, f 601. 402(c) (3) 
Investment credit: 

"Section 38 property, " farm improvements 
Section 38 property, "Mushroom house" 

Damages, awards, U. S. -German Mixed Claims Commission, income source 
Decedents: 

Undistributed taxable income of small business corporation, surviving 
spouse 

Deductions: 
Business expenses: 

Automobile, self-employed individual or employee 
Bad debt reserve, capital stock account, building and loan associ- 

+Ion 
Expenses for planting and cultivation, Christmas trees 
Guaranteed payment to limited partner 
Land clearing expenditures, partners and partnership, election 
Legal, unsuccessful defense of criminal prosecution 
Research and development, acquisition of foreign patent rights 
Savings institutions, premium prepayments, FSLIC insurance 
Transportation and travel, group of employees, accounting to 

employer 
Upland cotton acreage allotment 

Contributions (See: Contributions (deductibility)) 
Medical expenses (See: Medical expenses) 
Taxes (See: Taxes) 
Travel expenses (See: Traveling expenses) 
When taken, prepayments for natural gas, "take-or-pay" contracts 

Deficiencies (See: ADMINIsTRATIVE: Deficiencies) 
Dependents (See also: Exemptions) 

Indefinite confinemen to nursing home 
Depletion: 

Cost, ground water 
Cost of clearing right-of-way, quarry property 
Percentage: 

Clay, manufacture of cement 
Quartz pebbles and quartz sand 

Depreciation: 
B»is a»«s of controlled foreign corporation 
Dredging costs of harbor 
Franchise contract, automatic renewal 
g~jdelines and rules, marine contract construction assets 
Returnable bottles 
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INCOME TAX — Continued 
Depreciation — Continued 

Title holding corporation, exempt organizations 
Upland cotton acreage allotment 
Used real property, buildings 

Development (See: Exploration and development) 
Distributions (See also: Dividends): 

Partnership, guaranteed payment to limited partner 
Real estate investment trust to employees' pension trust 
Reorganizations, contractual right to additional voting stock 
Small business corporation: 

Money after close of taxable year 
Stock held as tenants by entirety, death of spouse 

Dividends: 
Definition, intercompany stock redemption, computation of con- 

solidated taxable income 
Paid, information return, statement to payees, ) 1. 6042 — 4 
Patronage: 

Farmer's cooperatives, distribution requirement 
Information return, statement to payees, $ 1. 6044 — 5 
Nonresident aliens, withholding 
Subchapter T cooperative, financing corporation 

Received: 
Corporate grantor, revocable trust 
Credit and exclusion, beneficiaries of trusts and estates 
Employees' pension trust from real estate investment trust 
German convention, supplementary, Art. 4 

Earned income, interest income, self-employed retirement plan, allowable 
contributions and deductions 

Earnings and profits: 
Controlled foreign corporation, basis of depreciable assets 
Reflection of bond premiums and discounts 

Elections (See: AnaawrsvR+rrvx: Elections) 
Employees' trusts (See: Trusts: Employees' ) 
Estates and trusts (See: Trusts: Estates and trusts) 
Estimated tax (See: AnMrwrsrRAYrvx: Estimated tax) 
Exchanges of property (See also: Sales or exchanges): 

Controlled corporations, gain to transferors 
Deferred payment contracts, interest, )f 1. 483 — 1, 1. 483 — 2 
Redemption of stock, basis of property 
Stock, reorganizations, contractual right to additional stock 
Stock for stock, reorganizations, change of name in foreign corpora- 

t' ions 
Exempt income, organization wholly owned by foreign government 
Exempt organizations: 

Agricultural, marketing agent 
Business league, management of health and welfare plans, unrelated 

income 
Business lease indebtedness, "acquired" in liquidating distribution 
Charitable, making awards for outstanding achievement 
Civic, system to improve community water supply 
Cultural foundation, art exhibit sponsorship 
Educational: 

Evaluating scientific and medical literature 
Grants and awards, creative arts 
Promoting group harmony singing 
Publishing teaching materials and textbooks 

Employees' recreational association, operation of gasoline station 
Farmers' cooperatives: 

Care and harvesting of patron's crops 
Distribution requirement 

German convention, supplementary, Art. 13 
Local employees' association 
Mutual deposit guarantee organization 
Organization formed under foreign law 
Qualification, garden clubs 
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w v av 
Extension of time (See: AnMrNrsTu+TrvE: Extension of time) 
Farmers and farming: 

Cooperative, exemption, care and harvest of patrons' crops 
Investment credit, section 38 property, farm improvements 
Irrigation, cost depletion, ground water 
Land clearing expenditures, partners and partnership, election 
Upland cotton acreage allotment 
Wheat and feed grain diversion payments for 1964 

Fees (See: Compensation received: Salaries, fees, etc. ) 
Fiduciaries, personal liability for decedent's unpaid tax 
Foreign corporations: 

Controlled, basis of depreciable assets 
Organization wholly owned by foreign government 
Reorganizations, change of name, stock for stock 

Foreign currency, payment of tax in nonconvertible foreign currency, 
$ ) 301. 6316-1, 301. 6316-5 

Foreign governments and employees, organization wholly owned by foreign 
government 

Foreign insurance companies (See: Insurance companies: Foreign) 
Foreign tax credit, Philippines tax on interest 
Gain or loss: 

Basis (See: Basis) 
Recognition: 

Exchange to effectuate policies of FCC, like property 
Real property reacquired, elections 
Residence, sale proceeds invested in two homes 
Stock for stock, reorganizations, change of name in foreign corpo- 

ration 
Trust property sold, grantor's principal residence 

Gross income: 
Exclusions: 

Commissions waived by executor of estate 
Fee waived by state inheritance tax appraiser 
Retirement pay, reduction for survivors annuity, servicemen 

Subsistence allowances paid advanced ROTC students 
Inclusions: 

Dividends, life insurance policies, "split dollar" arrangement 
Interest on prepaid premiums, applied to life insurance or annuity 

premiums due 
Reimbursed expenses, enaployment agency fees 
Social security benefits paid by foreign governments 
Stipends to social service interns 

When included: 
Increment in value, growth savings certificates 
Wheat and feed grain diversion payments for 1964, cash basis 

farmers 
Holding period: 

Capital assets, determination 
Computation, timber 
Debentures 
Employee restricted stock options 

Improvements (See also: Capital expenditures): 
Dredging cost of harbor, depreciation 
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INCOME TAX — Continued 
Exempt organizations — Continued Page 

Revocation or reestablishment of status, delegation of authority 592, 593 
Sale-leaseback with commercial business 187 
Social club: 

Income from investments 
Providing facilities for exempt parent 

Title holding corporation, depreciation 
Unrelated business income, sale of "call" options 

Dependents, indefinite confinement to nursing home 31 
Experimental expenses (See: Research and experimental) 
Exploration and development, quarry property, cost of clearing right-of- 

159 
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INCOME TAX — Continued 
Income, source, without United States, U. S. -German Mixed Claims 

Commission, interest on awards 
Installment sales, deferred payment contract, interest, f) 1. 483 — 1, 1. 483 — 2 
Insurance: 

Premiums: 
Cost of life insurance money-purchase pension plans 
Employees' trust, assurance against excessive payouts 
Prepaid, interest applied to life insurance and annuity premiums 

due 
Prepaid, life insurance companies 
"Split dollar" life insurance arrangement 

Proceeds, policies under a "split dollar" arrangement 
Insurance companies: 

Foreign, percentage for computing income tax, 1965 
Life, "cash" asset, certain bank deposits 
Life, prepaid premiums, gain or loss from operations 
Life, reserve decreased, foreign expropriation loss recovery 

Interest: 
Paid: 

Amounts redeposited in civil service retirement fund 
Deferred payment contracts, )f 1. 483 — 1, 1. 483 — 2 
Information return, statement to payees, ) 1. 6049 — 3 

Received: 
Accumulated on certain deposits or accounts, closing agreements 
German convention, supplementary, Art. 5 
Nonnegotiable savings certificates 

Inventories: 
Prepaid gas, "take-or-pay" contracts 
Retail gas utilities, demand charges 

Inventories (LIFO), price indexes, department stores 
Investment credit (See also: Credits against tax): 

Computation, tax on recoveries of expropriation losses 
Section 38 property: 

Farm improvements 
"Mushroom house" 

Involuntary conversions: 
Foreign expropriaion losses recovered 
Sale to effectuate policies of F. C. C. , like property 

Leases, business lease indebtedness, "acquired" by exempt organization 
Liens (See: ADMINISTRATIVE: Liens) 
Limitation period (See: ADMINIsTR+TIvE: Limitation period) 
Liquidations: 

Acquiring corporation, foreign expropriation loss, election 
Corporation continued as partnership, goodwill 
"Section 1361 corporation, " transfer of assets to actual corporation 

Losses: 
Casualty or theft: 

Embezzled funds, partnership 
Hurricane damage to timber 
Nonbusiness personal property 

Corporations, foreign expropriation losses, recovered, limitation on 
tax 

Limitation, timber destroyed by hurricane 
Miscellaneous, prepayments for natural gas not taken, "take-or-pay" 

contracts 
Net operating loss (See: Net operating loss) 
Stock, foreign expropriation, restoration of value 
War, awards under War Claims Act 

Medical expenses, special equipment for car 
Military personnel (See: Armed Forces) 
Mines and mining: 

Depletion, percentage, quartz pebbles and quartz sand 
Percentage depletion, clay, manufacture of cement 
Quarry property, cost of clearing right-of-way 

Ministers, parsonages, religious denominations, executive employees 
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INCOME TAX — CDIItinued 
N atural resources: 

Cost depletion, ground water 
Depletion percentage quartz pebbles and quartz sand 
Gas, "take-or-pay" contracts prepayments 
Percentage depletion clay manufacture of cement 
Timber: 

Destroyed by hurricane 
Holdin eriod 

Net operating loss (See also: Carrybacks and carryovers): 
Deduction, affiliation terminated separate return years 
Foreign expropriation loss, election, acquiring corporation 
Limitations on carryovers affiliated groups f 1. 1502 — 31 

Nonresidents: 
Aliens, cooperative patronage dividends, withholding 
Finnish convention, industrial royalties, withholding 

Oil and gas properties, natural gas, "take-or-pay" contracts, prepay- 
ments 

Options (See also: Stock: Options): 
"Call", exempt organizations, unrelated business income 
Employee stock, restricted, holding period 

Overpayments (See: ADMINIsTRETIvE: Credits and refunds) 
Partnerships: 

Distributions: 
Gain or loss, partner's interest, computation of basis 
Guaranteed payment to limited partner 
General: 

Farming, land clearing expenditures, election 
"Section 1361 corporation, " transfer of assets to actual corpo- 

ration 
Limited, losses, embezzled funds 
Taxability, election to be taxed as corporation, repeal of section 1361 

Pension trusts (See: Trusts: Employees' ) 
Pensions: 

Civil service emplovee, "interest" on redeposits in retirement fund 
German convention, supplementary, Art. 10 
Qualified plans, professional service organizations 
Servicemen, reduction, election of survivors annuity 

Period of limitation (See: ADMINIsTRATIvE: Limitation period) 
Personal expenses, transportation by specially equipped car, physically 

handicapped person 
Property: 

Section 38 (See: Investment credit) 
Real estate: 

Development or sale, intended use, "primarily" defined 
Reacquisition, recognition of gain or loss, elections 
Residence, replaced by two homes 

Recoveries: 
Awards under War Claims Act 
Foreign expropriation losses, tax benefit rule 

Redemption of stock and bonds: 
Intercompany dividend, computation of consolidated taxable income 
Property, basis 

Refunds (See: ADMINIsTRATIvE: Credits and refunds) 
Regulations: 

26 CFR 1. 61 — 7, 1. 163 — 1, 1. 453 — 1, 1. 861 — 2, 1. 1441 — 2, amended; 1. 483 
through 1. 483 — 2, added; interest on certain deferred payments 

26 CFR 1, 1502 — 31, amended; net operating loss carryovers from 
separate return years to consolidated return years 

26 CFR 1. 6042 — 2, 1. 6042 — 4, 1. 6044 — 2, 1. 6044 — 5, 1. 6049 — 1, 1. 6049 — 3, 
amended; dividend, patronage dividend and interest payments, 
statements to payees 

26 CFR 1. 6042 — 2, 1. 6044 — 2, 1. 6047 — 1, 1. 6049 — 1, amended, 1. 9101 — 1, 
added; submission of certain information on magnetic tape 

26 CFR 16, 5, 16. 5 — 1, superseded by permanent regulations 
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INCOME TAX — Continued 
Rent paid, Parsonages, religious denominations executive employees 
Reorganizations: 

Change of name in foreign corporation, stock for stock 
Continuity of interest, court order to dispose of stock received 
Contractual right to additional voting stock 

Research and experimental, acquisition of foreign patent rights 
Residence (See also: Real estate): 

Owner-grantor of trust, sale by trust 
Replacement property, two homes 

Retirement income, servicemen, reduction for survivor annuity 
Returns (See: ADMINIsTRATIvE: Returns) 
Royalties: 

Finnish convention, industrial royalties, withholding 
German convention, supplementary, Art. 6 

Rulings (See: ADMINISTRATIVE: Rulings) 
Salary (See: Compensation received) 
Sales or exchanges (See also: Exchanges of property): 

Controlled corporations, gain to transferor 
Deferred payment contracts, interest, $$ 1. 483 — 1, 1. 483 — 2 
Property to effectuate policies of F. C. C. , nonrecognition of gain 
Redemption of stock, property, basis 
Stock, sale and leaseback with exempt organization 
Trust property, sale of residence used by grantor 

Scholarships, stipends to social service interns 
Self-employed plans (See; Trusts) 
Servicemen (See: Armed Forces) 
Small business corporations: 

Capital gains, tax at corporate level 
Distributions after close of taxable year, special option 
Election, adoption of accounting period 
Section 1244 stock, "plan", board of directors' minutes 
Shareholder consents, guardian of minor 
Termination, exception, passive investment income 
Undistributed taxable income, stock held as tenants by entirety, 

death of spouse 
Sources of income (See: Income: Source) 
Statute of limitations (See: ADMINIsTRATIvE: Limitation period) 
Stock: 

Distributions (See: Distributions; also Reorganizations) 
Exchanges (See: Exchange of property; Redemption of stock and 

bonds; Sales or exchanges) 
Options (See also: Options): 

"Call", exempt organizations, unrelated business income 
Employee, restricted, holding period 

Worthless (See Losses: Stock) 
Tax (See: ADMINISTRATIVE: Tax) 
Tax conventions (See: TAx CoNvENTIoNs) 
Taxable income, social security benefits paid by foreign governments 
Taxes: 

Deductions, margin fee, Philippines 
Foreign countries (See: Foreign tax credit) 

Traveling expenses, accounting to employer group of employees 
Trusts: 

Employees': 
Change in accounting period, Form 1128 
Contributions by corporation during extended period for filing 

return 
Custodial account, "confirmation" of stock purchase, regulated 

investment company 
Funded by two employers, employment terminated with one 

em lover p v 
Life insurance contract "split dollar" arrangement 
Life insurance premiums, assurance against excessive payouts-- 
Money-purchase pension plans, "incidental" life insurance 
Pension trust, distributions from real estate investment trust 
Professional service organization, treatment of distributions 
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INCOME TAX — Continued 
Trusts — Continued 

Employees' — Continued 
Profit-sharing, temporary investment of trust funds 
Qualification; 

Contributions from current profits or accumulated earned 
surplus 

Discriminatory coverage: 
Effect of second plan 
Exclusion of hourly-paid employees 
Exclusion of lower paid wage earners 

Distribution on early termination restricted 
Nondiscriminatory coverage 
Union negotiated plan, contributions by employees of partic- 

ipants 
Vesting and distributions of interest 

Estates and trusts: 
Beneficiaries, dividends received 
Income for benefit of grantor, capital gains 
Related or subordinate party, corporation director 
Sale of trust property, residence used by grantor 

Income for benefit of grantor, reversionary interest, capital gains 
Revocable, corporate grantor, dividends received deduction 
Self-employed plans: 

Computation of allowable contributions, "earned income, " in- 
terest 

Custodial account, "confirmation" of stock purchase, regulated 
investment company 

Owner-employees, professional service organization 
Unrelated income: 

Business league, management of health and welfare plans 
Business lease indebtedness, "acquired" in liquidating distribution, 

exempt organization 
Employees' pension trust, distributions from real estate investment 

trust 
Wages (See: Compensation received) 
Waivers (See: ADMINIsTRATIvE:Extension of time; ADMINIsrnxrIvE: Limi- 

tation period) 
War losses (See: Losses) 
Western Hemisphere corporations, St. Pierre and Miquelon Islands 
Withholding: 

Exemptions, allowances for itemized deductions, married individuals 
Foreign corporations (See: Withholding: Nonresidents) 
Income tax at source: 

Canadian residents, truck drivers 
Commissions to sales clerks of department store, concessionaire 
Xiethod, graduated rates 
Supplemental wages, percentage rate, f 31. 3402(g) — 1 

Interest, computation, failure to file Form 941, Employer's Quarterly 
Federal Tax Return 

N onresidents: 
Aliens, patronage dividends 
Finnish convention, industrial royalties 

Penalties (See: ADMINIsTRaTIvE: Penalties) 
Rates, graduated, wage bracket tables 
Refunds (See: ADMINIsTRATIvE: Credits and refunds) 
Returns (See: ADMINIsTRaTIvx: Returns) 
Wages (See: EMPLOYMENT TAxEs: Wages) 

SELF-EMPLOYMENT TAX: 
Earnings, international organization employee, concurrent coverage by 

civil service 
Ministers, payment of FICA taxes, effective date of waiver certificate 

(See: ADMINIsTRATIvE: Estimate tax) 
Trade or business: 

General, international organization employee, concurrent coverage by 
civil service 

Public officers, city constable 
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SELF-EMPLOYMENT TAX — Continued 
Waivers, certificate, effective date, payment of social security tax, min- 

isters 

TAX CONVENTIONS: 
Australia: 

Gift tax: 
Citizens and residents, transfer of securities 
Credit against tax, transfer of securities 
Gifts, transfer of securities 
Transfers, transfer of securities 

Finland: 
Income tax, industrial royalties, withholding 

Germany: 
Income tax: 

Allocation of income and deductions, industrial and commercial 
profits, Art. 8 

Capital gains, Art. 8 
Charitable organizations, Art. 13 
Compensation received, Art. 9 
Definitions, Arts. 2, 8, 4, 6 
Dividends received, Art. 4 
Exchange of information, Art. 14 
Exemption, capital taxes, Art. 11 
Interest received, Art. 5 
Pensions and annuities, Art. 10 
Royalties, Art. 6 
Taxes covered, Art. 1 

TOBACCO TAX'- 
Cigarette papers and tubes: 

Exemptions, military establishments 
Obsolete Revenue Rulings and Procedures 

Cigarettes (See: Tobacco products) 
Cigars (See: Tobacco products) 
Claims: 

Allowance or refund, Form 8069, evidencing withdrawals from market 
Credit or refund: 

Cigars and cigarettes, date of withdrawal from market 
Confiscated tobacco products 
Successor corporation 

Credits; 
Cigars and cigarettes, date of withdrawal from market, Form 2635 
Claims, confiscated tobacco products 

Dealers, cigarettes and cigars, removal from taxpaid packages 
Exportation: 

Cigars and cigarettes: 
Diverted by theft, interest on tax 
Removal for shipment 
Replacement shipment 

Visibility of labels, tax-exempt cigars and cigarettes 
Foreign governments, factory sales of cigars and cigarettes to foreign 

diplomatic officers 
Forms: 

843, refund of tax, cigars and cigarettes, date of withdrawal from 
m arket 

2149, preparation and disposition, replacement shipment 
2635, credit for tax, cigars and cigarettes, date of withdrawal from 

m rk ark rket 
8069, evidencing withdrawals from market, claim for allowance or 

refund 
Government agencies, exemptions, military establishments 
Interest, tax on stolen cigars and cigarettes withdrawn from export------ 
Labels: 

Notice, large cigars 
Visibility, tax-exempt cigars and cigarettes exported 

Losses, credit of tax, ) 601. 815(g) 

Page 

879 

359 
859 
359 
859 

860 

360 
360 
860 
860 
360 
360 
860 
360 
360 
360 
860 
360 

841 
854 

652 

647 
848 
342 

647 
348 
851 

353 
339 
649 
850 

339 

647 
649 

647 

652 
341 
858 

648 
850 
557 
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TOBACCO TAX — Continued 
'AIarks: 

Packages: 
Cellophane outer wrapper 
Single cigar, vending machine 

Transferee manufacturer identification 
Offers in compromise procedure $ 601. 327 
Packages: 

Cigars and cigarettes: 
Permit numbers 
Taxpaid, removal by dealer 
Transferec manufacturer identification 

Lar e cigars notice g 
Mark and notice, cellophane outer wrapper 
Markings, single packaged cigar vending machine 
Outer containers, cigars or cigarettes 
Tax-exempt cigars and cigarettes exported, visibility of label 

Permits: 
Cigars and cigarettes, numbers on packages, reports, returns, etc 
Transferee manufacturer identification 

Premises, factory, sales of cigars, cigarettes, and other products 
employees 

Puerto Rico, manufacturers of cigars and cigarettes, deferred payment 
tax, f 601. 312(b — I) 

Records: 
Manufacturer, removal of cigars and cigarettes subject to tax 

Refunds: 
Cigars and cigarettes, date of withdrawal from market, Form 843 
Claims: 

Confiscated tobacco products 
Successor corporation 

Returns: 
Permit numbers 

Rulings, request for rulings, $ 601. 328(a) 
Samples, cigars and cigarettes, removal from taxpaid packages 
Samples, reconstituted tobacco products 
Taxes: 

Cigars, paper binder 
Cigars and cigarettes, factory sales to foreign diplomatic officers 
Exportation of cigars and cigarettes 
Losses, f 601. 315(g) 

Tobacco materials, obsolete Revenue Rulings and Procedures 
Tobacco products: 

Cigars: 
Paper binder 
Tip attached by paper band 

Cigars and cigarettes: 
Exportation 
Factory sales to foreign diplomatic officers 
Permit numbers, manufacturers and export warehouses 
Records, removals subject to tax 
Refund claims, successor corporation 
Removals for experimental purposes 
Removal from taxpaid packages 
Transferee manufacturer identification 
Withdrawn for export, stolen, interest on tax 

Confiscated by state authorities 
Exemptions, military establishments 
Exports, visibility of label 
Factory premises, sales to employees 
Large cigars, notice 
Markings, single packaged cigar, vending machine 
Obsolete Revenue Rulings and Procedures 
Outer containers for packages 
Package with cellophane outer wrapper, mark and notice 
Procedural rules, ja( 601. 311 through 601. 315 
Reconstituted tobacco wrappers 

Vending machines, single packaged cigar, markings 
us. GOVERNMENT PRINTING OFFICE: 1966 0 — 226 — 6 
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